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Foreword 



After the enactment of each of the Federal Income Tax 
laws, beginning in 1913, we prepared and distributed a 
general analysis of each statute with comments thereon. 
Regarding the original statute in 1913 we published two 
editions. These and the two later editions, we believe, 
have proved of interest and assistance to our clients, 
especially in helping them determine their taxable status 
and liability. In the later editions we mentioned many 
provisions of the law only briefly as investors had be- 
come familiar with the general operation of income tax 
legislation. Especially in this, the Fifth Edition, we 
have not considered it necessary, nor indeed adequate, 
to include a mere digest of each paragraph of the Act. 
Rather, it is our purpose to give a general resume of the 
statute and in particular to discuss the practical aspects 
of the more important provisions, including certain 
changes which Congress has made in the present law. 
As in previous editions, the comments are in no sense 
intended as a legal treatise and are made in the expecta- 
tion that later rulings by the Treasury Department and 
decisions by the courts will affect the law's interpreta- 
tion and application. We shall be pleased to assist as 
much as possible anyone interested in the practical in- 
terpretation of the Act. 



Harris, Forbes & Co 



February Twenty-first 
Nineteen Hundred 
and Nineteen 
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Table No. 1, pages 18-20, shows the Rates and 
Amounts of Tax to be paid by individuals, citi- 
zens or residents, on incomes from $2,000 to 
$10,000,000. An adjustment of the Table for 
non-resident alien individuals is also given. An 
Example of a Method of Computing the Income 
Tax is included on page 21. The graphic charts 
on pages 22-23 give the Average Tax on Net 
Income from $2,000 to $2,000,000 for the tax 
laws passed in the years 1913,1916,1917, and 1918 
showing the great increase in 1918. Table No. 
II on pages 24-27 gives the Comparative Values 
of Taxable and Tax-free Securities. 



Table of Income Tax 

The table opposite shows the amounts and rates 
of Income Tax on varying amounts of net income from 
$2,000 to $10,000,000. It is assumed that the indi- 
vidual taxpayer is entitled to $2,000 personal exemption. 
Obviously income which is free from tax under the stat- 
ute, such as municipal bond interest, is not considered 
"net income." The columns headed "Average Rate of 
Tax on Net Income" is a calculation of the rate at which 
the net income as a whole is taxed. Other rates appear- 
ing throughout the table do not constitute the tax levied 
upon the entire net income, but are the rates levied 
against the top part only of such income. 

In the use of the table an allowance must, of course, 
be made for any items of income which are free from 
certain, but not all, of income tax rates. For example, 
dividends from domestic and certain foreign corporations 
are not liable for any normal tax. Also interest re- 
ceived from all Liberty Loan bonds is free from the 
normal tax and in certain cases free from the surtax. 
Thus the total amount of tax to be paid at any income 
level shown in the table will be less than the figure noted 
to the extent of the exemption which the taxpayer 
enjoys in connection with his dividend, Liberty Bond 
interest, etc. 

This table may be used by non-resident alien individ- 
uals as to income arising within the United States by 
making the following adjustments: on an income of 
$3,000 add $60 to the amount of total tax ; on an income 
of $4,000 add $120 to such tax; for $5,000 add $180; on 
an income of $6,000 or over add $240. 
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Table of Income Tax 

The first and last columns are of particular importance. The other columns are 
given for statistical information and to show the method of arriving at the total. 
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Example of Computing Income Tax 



The following method may be used in computing the 
amount of income tax due on a net income of $45,000. 
The individual taxpayer is assumed to have a personal 
exemption of $2,000. For convenience and simplicity 
the normal and surtax rates have been combined in the 
example: 
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Personal exemption 
6% on $3,000 (Amt. 

7% on 1,000 ( " 

14% on 2,000 C " 

15% on 2,000 ( " 

16% on 2,000 ( " 

17% on 2,000 ( 

18% on 2,000 ( 

19% on 2,000 ( 

20% on 2,000 ( 

21% on 2,000 ( 

22% on 2,000 ( 

23% on 2,000 ( 

24% on 2,000 ( 

25% on 2,000 ( 

26% on 2,000 ( 

27% on 2,000 ( 

28% on 2,000 ( 

29% on 2,000 ( 

30% on 2,000 ( 

31% on 2,000 ( 

32% on 2,000 ( 

33% on 1,000 ( 



** 



** 



«< 



of $2,000 

exceeding $ 2,000 
5,000 
6,000 
8,000 
10,000 
12.000 
14,000 
16,000 
18,000 
20,000 
22,000 
24,000 
26,000 
28,000 
60,000 
32,000 
34,000 
36,000 
38,000 
40,000 
42,000 
44,000 



<i 



not exceeding $ 5,000) 

6.000) 
8,000) 
10,000) 
12,000) 
14,000) 
16,000) 
18,000) 
20,000) 
22,000) 
24,000) 
26,000). 
28,000) 
30,000) 
32,000.) . 
34,000) 
36,000). 
38,000) . 
40,000) 
42,000) . 
44,000) . 
45,000) . 



«« 
if 
«« 
«« 
«< 
«< 
«< 
** 
i« 
t* 
«< 
«« 

44 
41 
«« 
«« 
«( 
«« 
41 
44 
it 



44 



«« 



«< 



44 



44 



«< 



44 
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44 



44 



44 



44 



Amount of Tax 

$ — 

180 

70 

280 

300 

320 

340 

360 

380 

400 

420 

440 

460 

480 

500 

520 

540 

560 

580 

600 

620 

640 

330 



Total Amount of Tax $9,320 
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$50000 
100000 
150000 
TOO00O 
250000 
300000 
350000 
400000 
460000 
500PO0 
550000 
600000 
650000 
700000 
750000 

eooooo 

350000 
900000 
1000000 
2000000 
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Table Showing a Comparison of the Income from T 
Free and Taxable Securities for 1918 



Under the Federal Income Tax Law 



The income from state, municipal and certain federal securities is free from the 
Federal Income Tax, and this table is included to enable the taxpayer to determine 
what must be the interest yield or basis of a taxable bond in order that the income 
therefrom, after the tax has been paid, shall equal the interest of a tax free bond. The 
top line of the table refers to the yields of tax free securities; the columns below show 
what must be the interest yield or basis of taxable securities in order that the net yield 
therefrom, after payment of tax, shall equal the tax free security yield shown at the 
top of the column. In comparing the relative advantages of taxable and tax free se- 
curities the basis of the taxable security used in the comparison is that basis which 
applies to the top part of a taxpayer's income. This has seemed the only practicable 
basis on which to make the comparison. For example: Assume an individual has a 
taxable income of $150,000. The table shows a tax of 64% on the top $50,000 of 
income. To net 3}4% on an investment, he must obtain for this top $50,000 of 
income a rate of 9.73% from taxable securities. 

This table may be applied also in respect to other forms of income. It is continued 
showing the yield at higher ranges of income on the two following pages. 



Range of Taxable Income 
and Rates Applying 

$2,000 Exemption Allowed 



Interest Yield (i e Basis) of Tax Free of Securities 



3% 3*% 4% 4J% 4f % 4i% 



Corresponding Return which Taxable Securities 
must Produce in order to make an Equivalent 
Return 



$1,000.01 to 
5,000.01 
6,000.01 
M0041 

10,000.01 



$5,000 



8,000 
10,000 
11,000 



12,000.01 
14,000.01 
1M0041 
11000.01 
20,000.01 



14,000 
10,000 
18,000 
$0,000 
22,000 



22,000.01 

24,000.01] 

28/100.01 

2H.ffi00.01fc 
$0/100.01 



24,000 
20,000 
28,000 
80,000 
$2,000 



6% 

7% 
14% 

1«% 
16% 



17% 
18% 
16% 
30% 

21% 



23% 

28% 
24% 

35% 
26% 



l$ 

2$ 
4$ 
8$ 

57 



,88 

70 
,75 
,80 



89 
94 
00 
05 



8.72 
8.78 
4.07 
4.12 
4.17 



4.22 

4.28 
4.82 
4.87 
4.4$ 



4.4$ 
4.54 

4.80 
4.88 

4.7$ 



4.28 

4.80 
4.80 

4.71 
4.78 



4.82 

4.88 
4.84 
5.00 
5.08 



5.18 
5.1$ 
5.20 
0.88 

5.40 



4.52 
4.88 
4.84 

8.00 
5. 



5.12 
5.18 
5.25 

5.81 
5.88 



5.45 

5.51 
5.58 
8.88 

5.78 



4.86 

4.8$ 
8.08 
5.15 

5.21 



5.27 
5.84 

5.40 
5.48 
5.54 



5.61 
5.67 
5.74 
5.82 
6.80 



4.7$ 
4. 

6 
6 



5 
5 

5 
5 
5 



4$ 



70 



77 
84 
92 

00 
07 
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Table Showing a Comparison of the Income from Tax 
Free and Taxable Securities for 1918 



Under the Federal Income Tax Law 



The income from state, municipal and certain federal securities is free from the 
Federal Income Tax, and this table is included to enable the taxpayer to determine 
what must be the interest yield or basis of a taxable bond in order that the income 
therefrom, after the tax has been paid, shall equal the interest of a tax free bond. The 
top line of the table refers to the yields of tax free securities; the columns below show 
what must be the interest yield or basis of taxable securities in order that the net yield 
therefrom, after payment of tax, shall equal the tax free security yield shown at the 
top of the column. In comparing the relative advantages of taxable and tax free se- 
curities the basis of the taxable security used in the comparison is that basis which 
applies to the top part of a taxpayer's income. This has seemed the only practicable 
basis on which to make the comparison. For example: Assume an individual has a 
taxable income of $160,000. The table shows a tax of 64% on the top $50,000 of 
income. To net 3H% on an investment, he must obtain for this top $50,000 of 
income a rate of 9.73% from taxable securities. 

This table may be applied also in respect to other forms of income. It is continued 
showing the yield at higher ranges of income on the two following pages. 

Interest Yield (i e Basis) of Tax Free Securities 



4f % 4|% 41% 5% h\% 5i% 5|% 5|% 5J% I 6% 



Correspdnding Return which Taxable Securities must Produce in order to make an 
Equivalent Return. 



4 
4 
• 

f 



f 
f 
f 
• 
f 



f 
6 
6 
6 



St 
64 

Tl 
77 



00 



16 



6 
6 
6 
6 



6 
6 

6 
6 
6 



10 



71 
70 



01 



00 
1$ 



*0.1S 
5.84 

6.67 
6.74 
6.80 



6.87 
6.06 

6.08 
6.00 
6.17 
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6.86 
6.88 

6.40 
6.60 
6.68 



6.88 
6.88 

6.81 
6.88 
6.06 



6, 
6.10 
6.17 
6.86 

6.88 



6.41 
6.49 
6.67 
6.67 
6.76 



6.45 
6.61 
6.06 

6.08 
6.10 



6.17 
6.86 
6.88 
6.40 
6.48 



6.57 
6.60 
6.78 
6.88 
6.98 



6.68 
6.66 

6.10 
6.18 
6.86 



6.88 
6.40 
6.48 

6.66 
6.64 



6.78 
6.81 
6.00 
7.00 
7.00 



6.78 
6.78 
6.86 
6.88 
6.40 



6.47 
6.66 
6.64 
6.78 
6.80 



6.89 
6.97 
7.06 
7.16 
7 



6. 
6.01 

6.40 
6.47 
6.66 



6.68 
6.70 
6.70 
6.87 
6 



7.06 

7.14 

7. 

7 

7.48 



6.11 
6.18 
6.60 
676 
6.86 



6.08 
7.00 
7.10 
7.18 
7.87 



7.87 
7.46 
7.66 
7.66 
7.77 



6. 

6.46 

6.08 

7.06 
7.14 



7. 

7.81 

7.41 

7.60 

7.60 



7.60 
7.70 
7.80 
8.00 
8.11 
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Table Showing a Comparison 


of the 


ncome from Tax Free and 




Taxable Securities (continued) 










Interest Yield (i. e. Basis) of Ta 


Free Securities 


Rungs of Taxable Income 
and Rate* Applying 

$2,000 Exemption Allowed 


3%|3i%|4%|4i%|4j%|4i% 


Corresponding Return which Taxable Securities 






must Produoe in order to make an Equivalent 






Return. 






8140041 


84,000 


27% 


4.11 


4.80 


■ 47 


( (1 


(98 


• 10 


•4,000.01 


88,000 


w% 


4 17 


4 88 


■ ss 


(90 


6.01 


• SI 


88.00041 


88,000 


n% 


4.11 




I.U 


8 88 


4.14 


• .14 


18400.01 


40,000 


30% 


4 » 


8 00 


8.71 


6.07 


(.1* 


6 41 


4040041 


41400 


31% 


4.18 


8 07 


■ SO 


6 16 


(.14 


4 M 


41,000.01 


44400 


38% 


4 41 


■ 14 


1.(8 


( 14 


(.48 


4»1 


44,000.01 


40,000 


33% 


4.11 


■ u 




(.84 


6 »1 


(71 


48,000.01 


41,000 


M% 


4.84 


8 SO 


• 04 


4 41 




•.ta 


4140041 


40,000 


tt% 




8 88 


(IS 


• 61 


1.71 


6.M 


■o^oo.oi 


■1,000 


36% 


4.(8 


1.44 


(18 


CM 


(.81 


7. OS 


M.OOO.Oi 


(4400 


37% 


4.78 


I.M 


I.M 


III 


6.96 


7. It 


64,000.01 


■8,000 


38% 


4 84 


IN 


6 46 


(.88 


7 OS 


1.1* 


•o 400.01 


■8,000 


36% 


4 II 


1.74 


6.66 


(.96 


7.18 


T..1T 




(0,000 


40% 


■ 00 


■ 88 


6 66 


1.08 


7 19 


7.SO 


00,000.01 


81,000 


41% 


s.oa 


6.93 


6.78 


7.10 


1 41 




41,000.01 


•4,000 


43% 


8.17 


6.03 


6.90 


7 11 


1.(8 


T.W 


84,000.01 


08,000 


43% 


8 18 


8.14 


7 01 


7 48 


1 (1 


7.89 


•MOM! 


88400 


44% 


E.H 


6.21 


1.14 


7 59 


7 11 


8. 01 


41,000.01 


70,000 


45% 


8 .41 


6.17 


7.17 


7.71 


r.M 


a. ii 


70,00041 


71400 


46% 






7.40 


I.M 


(.01 


S.ll 


71400.01 


74400 


47% 


■ SI 


8 81 


7.(4 


8.01 


8. IS 


S.41 


74400.01 


78,000 


48% 


■ .77 


8 71 


7.(8 




8.40 


1.88 


74,000.01 


78,000 


4t% 


■ 88 


(.88 


7.84 


8 It 


S.S7 


S.ll 


7840041 


80,000 


f% 


8.00 


7.00 


boo 


8 60 


(.78 


I.M 


00400.01 


81400 


51 '■: 


6 11 


7.14 


1,16 


(.68 


(.94 


I.M 


89,000.01 


84400 


53<:;, 


• .11 


7.11 


8.84 


8.86 


9.11 


9.31 


84,00041 


88,000 


13% 






S.S1 


8 04 


9 11 


9 (8 


80,00041 


88,000 


64% 


C.81 




(.70 


9 14 




1.18 


■1400.01 


90,000 


55 9, 


• 87 


7.78 


1.89 


9.44 


1 71 


10. oo 


•0,000.01 


91,000 


m% 


8.81 


7 96 


8.10 


9.00 


I.M 




9140041 


94,000 


57% 


i.M 


8.16 


111 


9.89 


-10 18 


10.47 


0440041 


98,000 


58'-, 


7.14 


(.11 


1.61 


10.11 


10 41 


10.78 


■•400.01 


98,000 


59% 


7. SI 


8 88 


9 76 


10.11 


10.67 


10.98 


■0,000.01 




60% 


7(0 


8.76 






10 98 


11.90 


100,000.01 


110,000 


«4% 


S.St 


9.71 




11 to 


11.18 


11.80 


180,000.01 


100,000 


68% 


37 


10.98 


11.60 


11.18 


19.(7 


14. M 


100400.01 


100,000 


n% 


10.7* 


11.60 


14.10 


18.19 


IB 68 


16.08 


-W400.01 


500,000 


15% 


11.00 


14.00 


18.00 17.00 




18.00 


00041 


1,000400 76% 


11.(0 14 81 


is. or 17.11 


IS U 


18.78 


(1,000 


ooo [ 77% 


11.04 | 18.10 


11.40 | 11.49 , 


11.08 


"" 















Table Showing a Comparison of the Income from Tax Free and 

Taxable Securities (continued) 

Interest Yield (i. e. Basis) of Tax Free Securities 



4f % 4f% 4|% 5% 5£% 5±% 5f % 5$% 5\% 6% 



Corresponding Return which Taxable Securities must Produce in order to make an 
Equivalent Return 



6.88 
8.48 
6.51 
6.61 
6. TO 



6.79 
6.88 
7.00 
7.11 
7. 



7.84 
7.46 
7.57 
7.70 
7.81 



7.86 
8.11 
8.85 

8.85 
8. 



8.72 
8.85 
8.06 
5.15 
5.45 



9.64 
5.84 

10.05 
10.57 
10.50 



10.76 
11.08 
11.88 
11.56 
12.85 



14.48 
18.62 
18.80 
19.27 
20.18 



6.60 
6.69 
6.69 
6.79 
6.88 



6.58 
7.08 
7.19 
7.80 
7.42 



7 
7, 
7 
7 

8, 



54 

66 
78 
61 
04 



8.17 
8.88 
8.47 
8.62 
8.79 



8.96 
9.18 
9.81 
9.60 
6.70 



9.90 
10.10 
10.82 
10.58 
10.79 



11.05 
11.82 
11.59 
11.87 
18.20 



14.64 
16.97 
19.00 
19.79 
20.68 



6.67 
6.77 
6.87 
6.97 
7.06 



7.16 
7.27 
7.88 
7.49 
7.61 



7.74 
7.86 
7.98 
8.12 
8.28 



8.89 
8.66 

8.69 
8.84 
9.02 



9.19 
9 87 
6.86 
9.78 
9.98 



10.15 
10.86 
10.59 
10.88 
11.07 



11.84 
11.62 
11.89 
12.18 
18.55 



15.28 
17.42 
19.60 
20.81 
21.28 



6.85 
6.94 
7.04 
7.15 
7.25 



7.85 
7 46 
7.57 
7.69 
7.81 



7.94 
8.06 
8.19 
8.83 
8.47 



8.62 
8.77 
8.92 
9.07 
9.25 



9.48 

9.62 

9.81 

10.00 

10.20 



10.40 
10.62 
10.87 
11.11 
11.36 



11.63 
11.92 
12.20 
12.50 
13.90 



15.62 
17.87 
20.00 
20.84 
21.74 



7.02 
7.11 
7.21 
7.32 
7.43 



7.53 
7.65 
7.76 
7.87 
7.98 



8.12 
8 26 
8.39 
8.53 

8.68 



8.83 
8.99 
9.14 
9.80 
9.48 



9.66 

9.86 

10.06 

10.25 

10.45 



10.66 
10.89 
11.14 
11.38 
11.64 



11.92 
12.21 
12.50 
12.81 
14.24 



16.01 
18.31 
20.50 
21.36 
22.28 



7.19 
7.29 
7.39 
7.50 
7.61 



7.72 
7.84 
7.96 
8.06 
8.18 



8.32 
8.46 
8.60 
8.74 
8.90 



9.05 
9.21 
9.37 
9.53 
9.71 



9.90 
10.09 
10.29 
10.60 
10 71 



10.92 
11.16 
11.41 
11.66 
11.93 



12.21 
12.51 
12.80 
13.12 
14.59 



16.41 
18.75 
21.00 
21.88 
22.83 



7.36 
7.46 
7.56 
7.67 
7.79 



7.90 
8.03 
8.14 
8.25 
8.88 



8.52 
8.66 
8.80 
8.94 
9.11 



9.26 
9.43 
9.59 
9.76 
9.94 



10.18 
10.38 
10.53 
10.75 
10.96 



11.18 
11.43 
11.68 
11.94 
12.21 



12.50 
12.80 
13.10 
13.43 
14.93 



16.80 
19.20 
21.50 
22.40 
23.37 



7.53 
7.68 
7.74 
7.85 
7.97 



8.09 
8.21 
8.88 
8.44 

8.68 



8.73 
8.86 
9.01 
9.16 
9.33 



9.48 

9.66 

9.88 

10.00 

10.18 



10.37 
10.57 
10.78 
11.00 
11.21 



11.45 
11.70 
11.96 
12.22 
12.50 



12.80 
13.10 
13.40 
13.75 
15.28 



17.20 
19.65 
22.00 
22.92 
23.90 



7.87 
7.98 
8 09 
8.21 
8.33 



8.46 
8.68 

8.71 
8.82 
8.96 



9.12 
9.27 
9.42 

9.58 
9.76 



9.90 
10.07 
10.25 
10.46 
10.64 



10.88 
11.04 
11.26 
11.50 
11.78 



11.97 
12.23 
12.50 
12.77 
13.07 



13.88 
13.69 
14.02 
14.37 
15.97 



17.97 
20.54 
23.00 
23.96 
26.00 



8.22 
8.88 
8.46 

8.57 
8 69 



8.82 

8.96 
9.05 
6.28 

9.37 



9.68 

8.68 
8.88 

10.00 
10.17 



10.23 
10.68 
10.70 
10.90 
11.10 



11.82 
11.52 
11.78 
12.00 
12.25 



12.60 
12.77 
13.05 
13.88 
18.66 



18.95 
14.29 
14.64 
15.00 
16.67 



18.75 
21.48 
24.00 
25.00 
26.09 
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Analysis and Comment 

on the 

Income" Tax for 1918 

as levied by the 

Revenue Act of ttft l^/f" 



The Sixteenth Amendment to the Federal Constitution 
became effective in February, 1913, and gave to Congress 
the power *to lay and collect taxes on incomes, from 
whatever source derived, without apportionment among 
the) several States/ 9 etc. The first income tax law enacted 
thereafter became effective in October, 1913, and in Jan- 
uary, 1916, tiie Supreme Court of the United States up- 
held its constitutionality in the case of Brushaber v. 
Union Pacific Railroad. 

There was a new income tax law in 1916 and in Octo- 
ber, 1917, the so-called War Revenue Act of 1917 was 
passed. This Act, among other things, levied a 'War 
Income Tax/' which was in addition to the taxes levied 
by the law of 1916. Thus, for 1917 the total rate of taxa- 
tion was the combined rates of the 1916 and 19f7 laws. 

In February, 1919, Congress passed the Revenue Act 
of 1918 which levies rates of tax upon income which are 
much heavier than those imposed by the laws applying 
in 1917, or by the law of 1916. The new Act is not 
supplementary to the preceding laws, but takes their 
place, and they are repealed in so far as they affect in- 
come accruing after December 31, 1917. For Porto Rico 
and the Philippines the rates of the law of 1916 as 
amended still apply. 
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Taxable 
Individual* 



Citizens or 
Resident* 



Non-Resident 
Alien* 



Rate* of 
Tax in 
Previous 
Teaxa 



Rate* of 

Tax for 



Individual Income Tax 

1. Individuals are taxed and the provisions of the law 
relating to them are applied accordingly as such indi- 
viduals come within either of the two named classes: 

(a) Citizens of the United States wherever residing; and 
Residents of the United States, no matter of what coun- 
tries they may be citizens or subjects; 

(b) Non-resident aliens. 

The taxable income of the first class, citizens or resi- 
dents of the United States, includes that which arises 
from every source, within or without the United States. 
Taxable income of non-resident aliens includes only that 
which arises within the United States. As to what in- 
come "arises within the United States" reference is made 
subsequently. 

2. The 1913 Statute levied a basic or normal tax of 
one per cent, and surtaxes or so called additional taxes 
of from one to six per cent, on successively higher ranges 
of income. This made the tax under the 1913 Act, then 
considered heavy, range from one to seven per cent 
These rates applied to income for the years, 1913, 1914 
and 1915. The 1916 Act, which applied to income for 
that year, levied a normal tax of two per cent, and a 
graduated surtax of from one to thirteen per cent., mak- 
ing a total range of from two to fifteen per cent. 

During 1917 the Law of 1916, as mentioned above, 
was combined with the War Income Tax Law. The Tax 
rate for 1917 therefore, was the sum of the rates of 1916 
and 1917, the total tax range being from two to sixty- 
seven per cent. 

3. The Revenue Act of 1918, just enacted, levies a 
new normal tax of six or twelve per cent, and a surtax 
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NALYSIS AND COMMENT 

from one to sixty-five per cent., thus making great 
ditions to any preceding tax rate. The surtax starts 

one per cent, on income in excess of $5,000 and not 
Dre than $6,000 ; increases one per cent for each $2,000 
itil the surtax is forty-eight per cent, for $100,000; and 
en by varying degrees goes to sixty-five per cent, for 
,000,000 and over. These rates apply to the calendar 
:ar, 1918, and are payable in 1919. 

A graphic presentation of the greatly increased rates 
: tax under the present Law, as compared with the 
te applying under each of the previous three Laws, ap- 
;ars on the Charts, pages 22 and 23. 

4. One of the distinctive features of the new Act is 
le plan to define the taxes to be paid in 1920 (on the 
sisis of income for the year, 1919). This section calls Rat«for 
>r a lower normal rate, — eight or four per cent., rather Y *** 1919 - 
lan the twelve or six for the year 1918. 

Surtax rates are scheduled to remain unchanged. Of 
ourse as a practical matter it is difficult or even im- 
ossible to make a well considered forecast of the finan- 
ial requirements of the Government for 1920 and Con- 
fess therefore, at the next session, may entirely revamp 
he Revenue Law including the rate schedule. 

This statement of the contemplated change in tax 
ates is necessary for an analysis of the new so-called 
'dual plan" law, just enacted. Hereafter in this book, 
iowever, all discussion will concern the Act of 1918 as 
t relates to the taxes payable for the calendar year of 
L918. 

5. Under the law of 1917, the non-resident alien was Non-R«sidtnt 
not subject to the normal tax of two per cent, levied by AUeni 
that law, but was subject to the normal tax of the Law 
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of 1916. Under the Revenue Act of 1918 he is liable to 
both normal tax and surtaxes, the range of tax which k 
must pay on his American income being the same as fa 
a citizen or resident, except that the rate of his normal tax 
is always twelve per cent. He does not have the advan- 
tage of the lower normal rate of six (after 1919 four) per 
cent, upon the first $4,000 in excess of credits. He pays 
the same surtaxes as a citizen or resident. A general 
discussion of the rights and liabilities of the non-resident 
alien, for his greater convenience, will be found in a 
special section later in this analysis. 

6. In connection with the gradually increasing rates 
of tax, it should be recalled that each successively higher 
rate applies, not to all of an individual's income, but only 
to that particular part of his income which falls within 
a certain range fixed by the Statute. For example, the 
tax rate of sixty-eight per cent, applies to the amount 
of income which exceeds $150,000 but does not exceed 
$200,000, i. e., on the top $50,000 of income. The next 
higher rate then applies to income falling within the next 
higher range fixed by the statute, and so on up. 

7. Table No. 1, appearing on pages 19 and 20, shows 
the rates and amounts of taxes to be paid by citizens 
or residents on amounts of taxable income from $2,000 
to $10,000,000. An example showing the method of com- 
puting the tax, appears on page 21. 

8. In originally designating any income tax rate as 
the "normal" tax, the theory was presumably that that 
rate was the basic tax applied to all forms of taxable in- 
come. Exemptions were allowed in certain cases; but 
disregarding allowances, the rate of the "normal" tax was 
the basic rate levied against all taxable income, whether 
in one form or another, and whether it accrued to an 
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individual, to a corporation, or to any other person or 
entity. Thus income derived through the medium of 
corporate dividends, interest on corporate bonds, rents, 
dealings in securities, etc., were all alike subject to the 
basic tax. Originally this basic rate was one per cent, 
then later two per cent. 

With the enactment of the War Income Tax Law of 
1917, however, the term "normal" lost its original signifi- 
cance. Income in the form of corporate dividends be- 
came subject to a six per cent, basic tax ; (the corporation 
itself paid the six per cent, tax on its earnings) whereas 
other forms of income were in reality subject to only a 
two per cent, basic tax. 

In the Law of 1918, the basic tax is six per cent, for 
1918 income and four per cent, for 1919 income. It is 
true that for the 1918 income, the "normal" tax is six 
or twelve per cent., depending upon the range of income, 
and four or eight per cent, for 1919; but the fact is that 
the basic rate for 1918 is six per cent and four per cent, 
for 1919. And yet a corporation pays on its earnings, 
twelve per cent, for 1918 and ten per cent, for 1919 in- 
come. The reference to this subject is included because 
this fundamental principle underlying the original stat- 
ute seems worth restating. 

9. Since the enactment of the 1913 law, the matter of Exemption 
a personal exemption being allowed a non-resident alien jJ on . Regident 
has been in constant change. In 1917 the non-resident Alien 
alien was favored as compared with the resident or citi- 
zen inasmuch as he was not subject to the normal tax of 
two per cent, levied by the War Income Tax of 1917. 
The Act of 1918 makes him liable to the higher normal 
tax of twelve per cent., as well as all surtaxes, but allows 
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him a personal exemption if the country of which he is 
a citizen or subject imposes an income tax and also 
allows a similar credit to citizens of the United States 
not residing in such country. 

10. Until 1917, the personal exemptions allowed were 
in general, $3,000 to unmarried and $4,000 to married 
persons. The War Income Tax Law of 1917 reduced 
these amounts to $1,000 and $2,000 respectively. These 
same figures are retained in the new law, that is, the 
Revenue Act of 1918 allows a personal exemption of 
$1,000 to every individual who is unmarried or is mar- 
ried and is not living with husband or wife, or of $2,000 
if married and living with husband or wife or is the 
head of a family. A husband and wife living together 
shall receive but one personal exemption of $2,000 
against their aggregate net income. All of this exemp- 
tion may be taken by either one or may be divided be- 
tween them. A husband and wife not living together are 
entitled to the exemption allowed single persons. 

11. The expression "head of a family/' is not defined 
by statute, but the Treasury Department ruled in re- 
spect to the 1916 Law, that this means "a person who 
actually supports and maintains one or more individuals 
who are closely connected with him by blood relation- 
ship, relationship by marriage or by adoption and whose 
right to exercise family control and provide for those 
dependent individuals is based upon some moral or legal 
obligation." 

12. In 1917 a further exemption of $200 was granted 
for each dependent child. The new Law of 1918 does not 
use the word "child" but the word "person", and the word 
"taxpayer" instead of "parent." It provides $200 exemp- 

34 



A_N_A_L_Y S IS AND COM M R N T 

tion for each person dependent upon and receiving chief 
support from the taxpayer if under 18 years of age or in- 
capable of self support because mentally or physically 
defective. The Law, however, does not specifically state, 
although it is doubtless so meant, that this provision 
shall operate only in the case of one taxpayer in the same 

family. In 1917 the Treasury Department ruled that the 
dependent must not continually make his residence else- 
where than with the taxpayer. 

13. It must be remembered that this personal exemp- 
tion is considered in computing the normal tax only. 
The surtax is levied upon amounts of taxable income 
between certain ranges fixed by statute without regard 
to personal exemption. 

14. Gross income is stated to include gains, profits, Gron 
income derived from every source whatsoever, and spe- 
cifically from: 

(a) Salaries, wages or compensation for personal service of 
every kind and in whatever form paid; 

(b) Professions, vocations, businesses, trade or commerce; 

(c) Sales or dealings in property, real or personal, as well 
as income growing out of the ownership, use or interest 
in such property; and 

(d) Interest, rent and dividends. 

15. In ascertaining the gain derived or loss sustained Calculating 
from the sale or other disposition of securities, real estate i^ 8 * 

or other property, acquired before March 1, 1913 (the 
date from which the tax applied to income under the 
1913 Law), the fair market price or value of such prop- 
erty as of that date shall be the basis for determining 
the amount of gain or loss. When property has been 
acquired after that date, the loss or gain may be ascer- 
tained on the basis of the cost thereof or on the inven- 
ts 
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tory value providing the inventory has been taken in 
manner most clearly reflecting the income and appro 
by the Commissioner. When property has been ex 
changed for other property, that taken in exchange 
be treated as cash to the equivalent of its fair market 
value, if there be any. 

It is now provided for the first time that in the case 
of re-organization, merger or consolidation of a corpora- 
tion, when new stock of no greater aggregate face or par 
value is received for the old stock or securities, no gain 
or loss shall be deemed to have occurred and the new 
stock or securities shall be treated as taking the place 
of the old. In case securities of a greater face or par 
value in the aggregate are received, the excess is to be 
treated as gain to the extent that the fair market value 
of the new stock or securities is greater than the cost 
(or if acquired prior to March 1, 1913, the fair market 
value as of that date) of the stocks or securities ex- 
changed. 

Accrued 16. It seems of practicable value to note herein in 

interest respect to "accrued interest" on bonds that, according 

to Treasury ruling, the owner of bonds at the time the 
interest becomes due and payable, should account in his 
return only for interest which accrued after the bonds 
were purchased by him. The former owner should ac- 
count in his return for the interest which accrued during 
his ownership of the bonds. 

Inventories 

17. In December, 1917, the Commissioner ruled that 
a dealer in securities "who in his books of account regu- 
larly inventories unsold securities on hand either (a) at 
cost or (b) at cost or market price whichever is lower," 
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may for purposes of the income, as well as excess profits 
taxes, make his return upon the basis upon which his 
accounts are kept. The Commissioner provided that de- 
tailed information would need to be submitted and that 
the method followed as to 1917 income, must be adhered 
to in subsequent years unless a different method were 
especially approved by him. In general, this same pro- 
vision was extended to mercantile and manufacturing 
corporations. 

So many questions arose as to the precise definition of "Dealer in 
a "dealer in securities," that the Commissioner ruled that Securitiw " 
he was a "merchant of securities, whether an individual, 
partnership, or corporation, with an established place 
of business ; and whose principal business is the purchase 
of securities and their resale to customers, that is, one 
who, as a merchant, buys securities and sells them to cus- 
tomers, with a view to the gains and profits that may be 
derived therefrom." The Commissioner further ruled 
that taxpayers who buy and sell or hold securities fori 
investment or speculation and not in the course of an 
established business, and officers of corporations or 
niembers of partnerships who in their individual capa- 
cities buy and sell securities, are not considered to be 
dealers in securities and therefore inventories taken by 
them must be at cost 

Serious question arose as to whether the inventory 
ruling referred to above, was in accordance with the 
statute. The Attorney General of the United States 
held, however, upon presentation of the matter to him, 
that the Treasury ruling was proper. 

18. The 1918 Law, for the first time, includes a spe- inventories 
cial inventory provision which is to the effect that when- £ 918 
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ever in the opinion of the Commissioner the use of in- 
ventory is necessary clearly to determine the income of 
any taxpayer, individual, corporate or otherwise, inven- 
tory shall be taken upon such business as the Commis- 
sioner may prescribe. It is not unlikely that important 
Treasury rulings on this subject will be issued later. 

Dividends 

19. The income of an individual in the form of divi- 
dends or net earnings of corporations or similar organi- 
zations is treated accordingly as the organization is or 
is not taxable under the corporate sections of the Law. 

Dividend* j n general, organizations are taxable if they are organ- 
Surtax teed in the United States, no matter where they operate, 

or if they were organized in other countries, but operate 
in or derive income from the United States. The divi- 
dends received from such taxable organizations are not 
liable to any normal tax in the hands of an individual 
but are liable to the surtax. The dividends paid by for- 
eign organizations, themselves not liable to tax under the 
corporate sections of the law, are liable to both normal 
and surtax rates. 

20. It is well understood that the reason dividends 
from organizations, themselves taxable, have not been 
liable to any normal tax in the hands of an individual is 
that such organizations already have paid the corpora- 
tion tax on that part of their net earnings, distributed in 
the form of dividends. Until 1917, the tax on corporate 
net income hab been at the same rate as the normal tax 
on individual net income. Since 1917, however, that 
situation has changed to the disadvantage of income in 
the form of corporate earnings. (This is referred to 
more fully in a discussion of the "basic" tax at page 32.) 
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21. Dividends received from organizations taxable 
under the corporate sections of the law, are free from 
normal tax when received by non-resident aliens, the 
same as in the case of citizens or residents. Obviously, 
non-resident aliens are not subject to tax on dividends 
received from foreign organizations which themselves 
do not come within the scope of the corporate provisions 
of the law. 

22. Under the 1913 Act, dividends, if taxable at all, 
were taxed regardless of the time of accrual to the cor- 
poration of the profits or earnings from which such divi- 
dends were paid. The 1916 Law changed this situation. 
It defined dividends as including any distribution made 
or ordered to be made by a corporation or an associa- 
tion out of the earnings or profits which had accrued 
since March 1, 1913 (the date as of which the tax ap- 
plied under the 1913 Law). The converse of this state- 
ment was said to be true by the Treasury Department, 
namely, that dividends were not taxable if paid out of 
earnings which accrued before March, 1913. 

It may be added, parenthetically, that the principal 

provisions regarding dividends under each law are men- 

#tioned because court decisions and Treasury regulations 

often make reference to the former statutory provisions 

governing the subject. 

23. In 1917, the law was again changed as to divi- 
dends. In respect to any distribution made on or after 
August 6, 1917, it was declared that such dividends 
should be deemed to have been made from the most re- 
cently accumulated undivided profits or surplus of the 
corporation and should constitute a part of the annual 
income of the person receiving the same for the year 
in which received. The Statute further provided, how- 

39 



Non-Resident 
Aliens 



1913 
Law 



1916 
Law 



1917 
Law 



ANALYSIS 



AND 



C O 



K N T 



1918 
Law 



Dividends 
Received 
by 
Corporations 



ever, that such dividends should be taxed at the rates 
prescribed by law for the years in which such profits or 
surplus were accumulated by the corporation distribut- 
ing the dividends. The provision was continued that 
dividends paid out of undivided surplus or profits earned 
prior to March 1, 1913, were free of income tax under 
this provision. 

24. The Revenue Act of 1918 declares that the term 
"dividend" (except in connection with certain insurance 
companies) means any distribution made by a corpora- 
tion (other than a personal service corporation) to 
share-holders whether in cash, property or stocks, out 
of earnings or profits accumulated since February 28, 
1913 (the date as of which the tax applied under the 
1913 Law); and any such distribution made by a per- 
sonal service corporation out of earnings or profits ac- 
cumulated since February 28, 1913, and prior to Janu- 
ary 1, 1918. 

25. Unless all earnings and profits have first been 
distributed, any distribution shall be deemed to be made 
from them. Such distribution made in 1918 or in any 
year thereafter, is held to be made from earnings or 
profits accumulated since February 28, 1913 (in the case 
of a personal service corporation, from the most recently 
accumulated earnings and profits). After these earnings 
and profits have been distributed, those accumulated 
before March 1, 1913, may be distributed exempt from 
tax. 

26. Dividends received by individuals, as is well un- 
derstood, have at no time been subject to the normal tax. 
Corporations, however, under certain of the previous 
laws, were required to pay a corporation income tax 
thereon. The Act of 1918, however, changes the former 
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lituation. Such dividends and amounts received as divi- 
lends from a personal service corporation out of taxable 
earnings or profits are not subject to tax in the hands 
?f the receiving corporation. It seems that these divi- 
dends must be included in the return of net income 
made by the corporation, but may be classified as de- 
ductions. 

27. Like the earlier laws, the Revenue Act of 1918 Stock 

Dividends 

declares a dividend paid in stock of the corporation shall 
be considered income "to the amount of earnings or 
profits distributed." Amounts distributed in liquidation 
shall be treated as payments in exchange for stock on 
shares and any gain or profits therefrom shall be taxable 
as other gains or profits. 

28. There is a further provision that any stock divi- Between 
dend (1) received by a taxpayer between January 1, and h"v. i™ 
November 1, 1918, both inclusive, or (2) bona fide 1918 
authorized or declared during such period and entered 

on the corporation books but received by the taxpayer 
after November 1, 1918, and within thirty days after the 
passage of the Act, shall be taxed to the recipient at the 
rates prevailing for the years in which the corporation 
accumulated the earnings or profits from which such 
dividends were paid. The dividend, however, shall be 
deemed to have been paid from the most recently accu- 
mulated earnings or profits. 

29. The question has been raised if this provision for 
the taxation of stock dividends (at the rates prevailing 
for the year in which the corporation accumulated the 
earnings out of which such stock dividends were paid) 
might not apply also to dividends paid in cash. It will 
be recalled that the law was so applied in 1917. Doubt* 
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less, the Treasury will rule on the question, but mean- 
while it may be said that the Act itself cannot be said 
clearly to allow the taxation of cash dividends at rates 
applying in previous years. 

30. There has been considerable litigation of the 
question if Congress, under the Constitution, has the 
power to place an income tax on stock dividends ; that is, 
are stock dividends income. Thus far, this question in its 
broad aspect has not been decided by the United States 
Supreme Court. 

On January 23, 1919, the United States District Court 
in New York, on a demurrer, rendered what was in 
effect a decision that stock dividends are not taxable as 
income. It does not seem impossible that if this view 
finally prevails with the United States Supreme Court, 
all money collected by the Government as income taxes 
on stock dividends under all of the previous laws, begin- 
ning in 1913, will be subject to refund to the taxpayers. 

31. The Act of 1918 also contains a new provision 
which states that distribution made during the first sixty 
days of a "taxable year/ 9 shall be deemed to have been 
made from the earnings or profits of the preceding tax- 
able years. A distribution after the first sixty days of 
the taxable year shall be deemed to have been made 
from the earnings or profits accumulated between the 
close of the preceding taxable year and the date of dis- 
tribution, to the extent of such earnings or profits. 

If the corporation books do not show the amount of 
such earnings or profits, the earnings or profits for the 
accounting period within which the distribution was 
made shall be deemed to have accumulated ratably dur- 
ing such period. 
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It is probable that the regulations issued by the De- 
partment in respect to this provision will make clear its 
practical application, which, it may be remarked, may 
be of some little importance to taxpayers. 

32. The Statute provides that certain so-called in- ^^ 
comes shall be exempt from the tax. This includes 
among other items more fully discussed later in this 
Analysis: 

Proceeds of life insurance policies, paid upon the death 
of the insured, to individual beneficiaries or to the estate of 
the Insured; 

Returned premium received by the insured under life 
insurance, endowment, or annuity contracts, during tfal 
term, at the maturity of the term, or upon surrender of the 
contract; 

Gifts, bequests, devises; income from these is not exempt. 

Income of foreign governments, derived from investments 
in the United States, in stocks, bonds or other domestic 
securities, owned by such foreign governments, or interest 
on bank deposits, or income from any other source within 
the United States; 

Amounts received through accident or health insurance 
or workmen's compensation Acts for personal injuries or 
sickness, plus damages received by suit or agreement on 
account of such injury or sickness; 

Income derived from any public utility or the exercise of 

any governmental function accruing to any state or political 

. subdivision or to any possession of the United States, etc.; 

VUJ> Amounts A over $3,500 received during the present war by 
a person in the military or naval forces of the United States, 
as salary or compensation from the United States for active 
service in such forces. The Army and Navy Nurse Corps 
is included in this exemption. 

33. The Law of 1918 does not provide an exemption jjjjS** 01 
in the case of the salary of the President of the United 
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States, Judges of the Supreme and other Courts of the 
United States, and all other federal officers and em- 
ployees of the United States. Although it is not clearly 
expressed in the law, it is understood that the salaries 
of state, county and municipal employees may not be 
subject to income tax. It is expected that the Treasury 
Department will soon give a ruling on this subject. 

Municipal Bonds Exempt 

34. Interest derived from so-called municipal bonds, 
including obligations of states and their subdivisions 
and of the possessions of the United States, is exempt 
from all income tax, surtax as well as normal. It is 
assumed that Congress has allowed this exemption pri- 
marily for constitutional reasons, there being many de- 
cisions which indicate, if indeed they do not hold, that 
the taxation of municipal bonds is a burden on the mu- 
nicipality itself and thus repugnant to the provisions of 
the Constitution. The practically unanimous opinion of 
counsel eminent in matters of constitutional law who 
have expressed their view on the point is to this effect. 
Congress may also have deemed it unwise to put a tax 
upon the obligations of states, etc., as they in turn can- 
not similarly tax the obligations of the United States. 

35. It is noted in this connection that, according to 
Treasury ruling, "political subdivision" includes special 
assessment districts or divisions of a state created by 
proper state authority for a purpose of a public nature 
such as street improvements, public highways, sewerage, 
gas and light, and the reclamation, drainage or irrigation 
of public lands. In this view, interest on the obligations 
of the above public districts are not subject to income 
tax. 
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36. The Conference Committee of the Senate and TMWer 
House of Representatives inserted a provision in the shall 

M & lr a 

Revenue Act of 1918, not included in the previous in- Return of 
come tax laws, which requires every taxpayer to in- Non-Taxable 
elude in his return a statement of his holdings of munici- 
pal bonds of the classes mentioned, including United 
States Government issues, also Federal Farm Loan Act 
securities, and bonds issued by the War Finance Cor- 
poration. This statement shall include the number and 
amount of such obligations and the income received 
therefrom, "in such form and with such information as 
the Commissioner may require. 1 



» 



37. Until the war, and in fact until after the first united 
Liberty Loan was issued, interest upon the obligations oo^^ment 
of the United States was declared to be exempt from obligation! 
tax. By new provision, however, the exemption in the 

case of such obligations issued after September 1, 1917, 
was allowed only if, and to the extent, provided by the 
law authorizing each particular issue and supplemental 
Acts. This provision is embodied in the new Act. It 
relates to bonds of the War Finance Corporation, as well 
as to obligations of the United States. 

38. All Liberty Bond interest is exempt from the nor- Wbtrty 
mal tax and the Liberty zy 2 & (the First Loan) are Bo ^, 
exempt from the surtax as well. If, however, the bonds 

of this first non-taxable issue have been converted into 
the second, third or fourth issues, they come within the 
present statutory provision as to exemption applying 
only if and to the extent especially provided in the acts 
relating to such issues and supplemental acts. What 
these exemption provisions are, is referred to in some 
detail in the following paragraphs. 
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39. Interest derived from the converted 3 z / 2 per cent 
bonds and the bonds of the second, third and fourth Lib- 
erty Loans, either original or converted, is free from the 
entire normal tax in every case and may be free from 
surtax under certain statutory provisions. The first of 
these provisions is that interest on an amount not ta 
exceed a total of $5,000 par value of the bonds of the 
second, third and fourth issues, and also bonds converted 
into them (including converted 3}£s) is exempt from the 
surtax for the entire life of the obligations. In other 
words, if a taxpayer owns bonds of the 4% per cent 
issues aggregating $5,000 par value, he will receive 
$212.50 interest (4% per cent, on $5,000) which is entirely 
free of the income tax. 

40. The second of these special statutory exemptions 
is that the interest on an amount of bonds of the Fourth 
Liberty Loan, the par value or principal amount of 
which does not exceed $30,000, is exempt from surtax 
until the expiration of two years after the official ter- 
mination of the war; also, the interest received for this 
period, beginning January 1, 1918, on an amount not 
exceeding $45,000 par value of bonds of the second and 
third loans, and those converted into them, may be 
exempt from the surtax. No owner, however, of such 
bonds is entitled to such exemption on an amount ex- 
ceeding one and one-half times the principal of bonds 
of the Fourth Liberty Loan originally subscribed for by 
him and still held at the date of his tax return. For ex- 
ample, if a person owned but $10,000 of the Fourth Loan, 
he could thus obtain exemption from the surtax on only 
$15,000 of the third loan. 

41. The third of these special exemptions from the 
surtax, for the limited period described above, is through 
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the conversion of an amount not exceeding $30,000 of 
the First Loan, the 3^s, into the Fourth Loan 4%s. 

42. For the limited period (until two years after the 

official termination of the war) it is therefore possible to 

exempt from all surtax, as well as normal tax, $110,000 

of bonds, as follows (this, of course, is in addition to the 

First 3y 2 s) : 

$5,000, aggregate of the original or converted bonds of 
the first, second, third and fourth issues. (This 
$5,000 exempt for entire life of bonds). 

$45,000, aggregate of the original or converted bonds of 
the second and third issues, provided the owner 
was the original subscriber and holds on the date 
of filing his tax return, $30,000 of the original bonds 
of the Fourth Liberty Loan. 

$30,000, of the original bonds of the Fourth Liberty Loan. 

$30,000, of the Fourth Liberty Loan, obtained through the 
conversion of the First Liberty Loan Z%s. 



$110,000 Total 

43. It is stipulated in the law that the "information 
at the source" provisions, under which ownership certifi- 
cates might be required in connection with the payment 
of interest shall not apply in the case of United States 
Government issues. 

44. The Federal Farm Loan Act, approved July 17, p«ferai 
1916, "to provide capital for agricultural development," J» rm 
etc., authorized and made provision for Federal Land B ondi 
Banks, joint-stock Land Banks, and other allied agen- 
cies, and also for the issuance of Federal Farm Loan 
bonds. These bonds, although not the obligation of 

the Federal Government, are exempt from all income tax. 

* Net Income 

The law of 1918 defines the net income of an indi- 
vidual as the gross income less all the allowable deduc- 
tions. 
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45. In computing the net income, no deductions is 
any case shall be allowed for: 

Personal, living or family expenses. 

Any amount paid out for new buildings or for permanent 
improvements or betterments made to increase the value of 
any property or estate. 

Any amount expended in restoring property or making 
good the exhaustion thereof for which an allowance has 
been made. 

Premiums paid on life insurance policy covering the life 
of any officer or employee, or of any persons financially 
interested in any trade or business carried on by the tax- 
payer when the latter is directly or indirectly a beneficiary. 

46. But the following general deductions are author- 
ized; they include more than was allowed under the 
previous laws: 

All necessary or ordinary expenses paid or incurred in 
carrying on a business or trade specifically including 
salaries for personal services actually rendered, also rentals 
or payments for continued use of the business premises or 
possession of property to which the taxpayer has not taken 
or is not taking title or in which he has no equity. 

All interest paid or accrued on indebtedness except that 
no deduction may be made for interest or indebtedness in- 
curred or continued — to purchase or carry obligations or 
securities (other than obligations of the United States is- 
sued after September 24, 1917), the interest upon which is 
declared by law to be tax exempt. In the case of a non- 
resident alien individual it is the proportion of such interest 
which his gross income within the United States bears to 
his gross income from all sources. 

Taxes paid or accrued, such as are imposed by the au- 
thority of the United States, except income, war profits 
taxes; or taxes paid by a resident of the United States to one 
of its possessions except income, war profits or excess 
profits taxes (for which satisfactory evidence must be 
shown); assessments against local benefits of a kind tend- 
. ing^ to intrease the value of the property are not allowable 
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deductions. Section 222 also stipulates certain other mis- 
cellaneous and general deductions allowed on account of 
taxes paid. > 

Losses sustained in the taxable year in trade or business 
and other losses not connected with the trade or business 
(in the case of a non-resident individual alien only property 
within the United States) arising from fire, storm or similar 
casualty, or from theft when losses are not compensated for 
by insurance or otherwise. 

Losses sustained in any transaction entered into for profit, 
though not connected with the trade or business (for a 
non-resident alien individual, only if transactions have been 
within the United States), not compensated for by insur- 
ance or otherwise. 

Debts ascertained to be worthless and charged off within 
the taxable year. 

A reasonable allowance for exhaustion, wear and tear of 
property used in trade or business and for obsolescence. 

In the case of buildings, machinery, equipment installed 
or acquired on or after April 6, 1917, and vessels con- 
structed or acquired on or after that date for the transporta- 
tion of men or articles contributing to the prosecution of 
the war there shall be allowed a reasonable deduction for 
amortization as to cost borne by the taxpayer, not including 
any other amount allowed by this law or by Act of Con- 
gress as a deduction. At any time within three years after 
the end of the war, there may be a redetermination, and at 
the request of the taxpayer, there shall be a redetermination 
of the tax due. 

In the case of mines, oil and gas wells, other natural 
deposits and timber, reasonable allowance for depletion 
and depreciation according to the "peculiar conditions in 
each case" based upon cost and cost of development not 
otherwise deducted. In the case of properties acquired 
prior to March 1, 1913, the fair market value on that date 
would govern; as to mines and wells discovered by the tax- 
payer after March 1, 1913 and not acquired as result of pur- 
chase of a proven tract where the fair market value is 
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materially disproportionate to the cost, depletion allow- 
ance would be based on fair market value of property at 
date of discovery or within thirty days* thereafter; all this 
to be governed by regulations of the Commissioner; in the 
case of leases, allowances are to be equitably proportioned 
between lessor and lessee. 

Contributions made to corporations organized and oper- 
ated exclusively for religious, charitable, scientific or edu- 
cational purposes, or for the prevention of cruelty to chil- 
dren or animals, no part of the net earnings of which inures 
to the benefit of any private stockholder or individual or 
to the "Vocational Rehabilitation Fund." This allowance, 
however, shall not be greater than fifteen per cent of the 
taxpayer's net income as computed without the benefits of 
this deduction. The law stipulates that such gifts shall 
be allowed only if "verified" under regulations prescribed 
by the Commissioner. Non-resident aliens are allowed de- 
ductions for only such contributions as are made to domestic 
corporations or to the Fund. 

In the deductions above stated, excepting as may be 
noted, a non-resident alien individual shall be allowed 
these credits only if they are connected with income arising 
within the United States; the proper apportionment with 
respect to sources of income from within and without the 
United States shall be determined by the regulations of 
the Commissioner. 

47. It is worth noting that in the 1918 Act, a decidedly 
broadened view is taken on the general subject of deduc- 
tions. It is realized that bona fide losses, depreciation, 
etc., must necessarily be allowed before a taxpayer's real 
net income may be determined. When the maximum 
tax rate, normal and surtax, was seven per cent., as it was 
until 1916, it didn't matter so much if the "net income" 
was a fictitious rather than an accurate figure. But when 
the rate mounts to seventy-seven per cent., leaving but 
twenty-three per cent, to the taxpayer, it is perfectly 
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clear that that tax must be levied on a real and not a 
fictitious net income. 

Losses in 1 rade 

48. ''Losses in trade" have been the subject of much 
controversy. The interpretation by the Treasury De- 
partment, under the 1913 Law, was that losses incurred 
in a business other than that of the taxpayer were not 
deductible in arriving at his net income even though the 
profits arising from similar business dealings were re- 
quired to be included as taxable income. In 1916 and 
1917, such losses were allowed, but only to the extent 
of the profits arising from like transactions. 

49. The Revenue Act of 1918 does the obviously fair 
thing, — it allows the deduction of the full amount of 
realized losses (sustained through transactions, entered 
into for profit, other than the taxpayer's regular business) 
entirely without consideration of the amount of profits, 
if any, derived from similar sources. 

50. Certain entirely new loss deductions and depre- 
ciation allowances are made in the new Statute. One Lo ^.» 
of these is in respect to "net losses/' sustained in the regu- 
lar business of the taxpayer or from the bona fide sale 

of buildings, plant, equipment, etc., installed or ac- 
quired on or after April 6, 1917 and used for production 
contributing to the prosecution of the war. Such losses, 
if sustained during any "taxable year" beginning after 
October 31, 1918, and ending prior to January 1, 1920, 
may be deducted in computing the net income for the 
preceding taxable year; and the taxes imposed for such 
preceding taxable year shall be redetermined accordingly. 
(As a practical matter, it would seem reasonable to expect 
the Treasury Department, in accordance with certain 
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Claim In 
Abatement 
for Reduc- 
tion of 
Inventory, 
etc., for 1918 



similar statutory provisions, to allow such deductions in 
computing income for the year 1918). Any amount found 
to be due upon such redetermining shall be credited or 
refunded in accordance with Section 252 of the statute. 
If the loss exceeds the net income of the year in question, 
the excess shall be allowed as a credit on the net income 
of the succeeding year. The benefit of this deduction! 
may be had by not only individuals but by most other 
taxpayers. 

51. Another new feature of the present Act is the 
general provision whereby actual depreciation in inven- 
tory and similar capital losses, occurring during either 
the calendar year 1918, or 1919, may be used as a deduc- 
tion in computing net income for the year 1918. The tax- 
payer may file a claim in abatement for a substantial loss 
(whether or not actually realized by sale or other disposi- 
tion), which is the result (1) of material reduction (not 
due to temporary fluctuation) in the value of the inven- 
tory for such taxable year, or (2) of the actual payment 
after the close of the taxable year of rebates "in pursu- ; 
ance of contracts entered into during such year upon 
sales made during such year." Payment of this tax is i 
not required until the claim is decided, but the taxpayer , 
must file a bond for double the amount covered by the 
claim. If any amount is found to be due after the claim 
is decided, the taxpayer is further chargeable with in- 
terest at the rate of one per cent per month from the 
time the tax would have been due, had no such claim 
been filed 



For 1919 



52. If it is shown to the satisfaction of the 
sioner that the taxpayer has sustained a substantial loss 
of this character during the taxable year 1919, the amount 
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of such loss shall be deducted from the net income for 
the taxable year 1918, and the tax for such year shall 
be redetermined with the proper credit for refund. 

53. It should also be noted that deductions from net 
income are allowed in the case of loss resulting from the 
sale of property, etc., used in aiding the prosecution of 
the war, and also that there is a deduction for amortiza- 
tion for such part of the cost as was borne by the tax- 
payer in providing ships, buildings, etc., and other facili- 
ties for war work, not including of course, other amounts 
allowed as deductions in computing net income. 

54. Before 1917, credit was given for income taxes 

paid. In 1917, credit was not allowed for the Federal ££■£, Tax 
income tax paid, but an allowance was made for payment Longer 
of Federal excess profits taxes. The 1918 Law does not Deductible 
allow either to be used as a deduction. This is a matter 
of real significance to many taxpayers. 

55. The Revenue Act of 1918 has extended the pro- 
visions permitting the deductions of foreign taxes. It 
allows citizens to deduct the amount of any income, war 
profits or excess profits taxes paid during the year to Foreign 
any foreign country upon income derived therein, or to i ncom « 
any possession of the United States; and residents to 
deduct the amount of such taxes paid to any possession 

of the United States; and resident aliens, citizens and 
subjects of a foreign country, to deduct the amount of 
such taxes on income derived therein providing his coun- 
try allows a similar credit to citizens of the United States 
residing in said foreign country. 

This provision regarding credit for foreign taxes lays 
Ac basis for reciprocal action on the part of other coun- 
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tries which should be of advantage to both countries 
and to their respective citizens or subjects. 

Estates and Trusts 

56. The estate of a deceased person is treated as an 
entirety and is so taxed for the period of its administra- 
tion or settlement The income of estates of any kind 
of property appears to be likewise taxable, including in- 
come accumulated in trust for the benefit of unborn 
or unascertained persons or persons with contingent 
interests; also income held for future distribution under 
the terms of a will or trust. In many instances tfce prac- 
tical effect of taxing an estate or trust in its entirety, 
rather than according to the several or individual shares 
therein, is to increase materially the income taxes on the 
estate because of the rapid progression of the surtax 
rates. Any income tax shall be levied against the repre- 
sentative of the estate or trust unless return of such in- 
come is made by the beneficiary. 

57. Certain instances in which the tax is paid by the 
fiduciary are (1) Income received by estates of deceased 
persons during the period of administration or settlement; 
(2) Income accumulated in trust for the benefit of un- 
born or unascertained persons; (3) Income held for fu- 
ture distribution under the terms of the will or trust. 

58. Income, the distribution of which is not withheld 
by the terms of the will or trust, whether distributed or 
undistributed, constitutes income to the beneficiaries and 
they must include it in their returns and pay the tax 
thereon. 
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There are three cases in which the tax is not paid _ 

r Tax Paid by 

by the fiduciary, but rather by the beneficiary on his dis- Beneficiary 
tributive share, regardless of whether or not he has 
already received such shares: (1) the amount paid to 
him during the period of administration or settlement, (2) 
amount of income to be distributed to him periodically, 
and (3) such income as is collected by the guardian 
of an infant to be distributed or held according to the 
direction of the Court. Obviously such income is in- 
cluded in the returns made by the beneficiary. Presum- 
ably it must also be included in the return made by the 
fiduciary. 

59. Every fiduciary (except legally appointed receiv- Return made 
ers in possession of a part only of the property of ai^ by Fiduciar y 
individual) shall make under oath, a return for the indi- 
vidual, estate or trust for which he acts if the income 
of such an individual is $1,000 or over if unmarried, or 
not living with husband or wife, or $2,000 or over if 
married, and living with husband or wife; or if the net 
income of such estate or trust is $1,000 or over, or if the 
beneficiary is a non-resident alien. The items of the 
gross income must be given specifically with allowable 
deduction and credits. This return must be filed at the 
office of the Collector of the district where the fiduciary 
resides. The fiduciary must make oath that he has suffi- 
cient knowledge of the affairs of such individual, estate 
or trust to enable him to make the return, and that such 
return is true and correct to the best of his knowledge* 
and belief. Under prescribed regulations, the return may 
be filed by one of two or more fiduciaries. The fiduciaries 
are made subject to all the provisions of the law which 
apply to individuals. 
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60. The beneficiary is allowed the personal exemption 
given other individuals, as well as his proportionate 
share of certain credit^ which are received by the estate ; 
guardians or trustees are also permitted to take advan- 
tage of the personal exemption on behalf of a ward on 
beneficiary. 

credits 61# Estates of deceased persons during the period of 

Allowed administration or settlement and trusts or estates of the 

Estates same classes of persons, the income of which is not dis- 

tributed annually or regularly, are allowed the same 
credits on the normal tax as are allowed to single persons. 

62. In computing the net income such part of the gross 
income may be deducted as was during the taxable year 
paid to or permanently set aside, pursuant to the will, 
for the United States, any state, territory, or political 
subdivision, or for any corporation organized and oper- 
ated exclusively for any religious, charitable or similar 
purpose, no part of the net earnings from which accrued 
to the benefit of any private stockholder, etc. 

63. The amount properly paid to any beneficiary dur- 
ing the period of administration or settlement may be 
deducted from the net income of the estate. 



Partnerships 

64. The subject of partnerships was in somewhat of 
a maze from the enactment of the 1913 Act until October 
3, 1917. On that date the law was so amended as to* 
clear up much of the remaining uncertainty. The Rev- 
enue Act of 1918 is in many respects clearer still. 
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65. The new law requires partnerships to file returns. To File 
As partnerships, however, they are not taxed; but the Returns 
members thereof pay taxes as individuals for their share 

of the firm's net income for the year even though that 
income may not be actually distributed. 

66. A partnership's net income is ascertained in the Partners 
same manner as an individual's. For the purpose of the ^J^J*^' 
normal tax, the partners shall be allowed as credits, in Credits 
addition to those given him as an individual, his propor- 
tionate share of certain credits received by the partner- 
ship: 

(a) Interest upon so-called Municipal bonds, including obli- 
gations of states and their political subdivisions, and of 
the possessions of the United States; also interest upon 
the obligations of the United States, if and to the extent 
that such exemption be provided by the law authorizing 
the particular issue of securities and supplemental acts. 

(b) In computing the normal tax, profits derived from 
dividends of corporations subject to tax under the 
Revenue Act, and amounts received as dividends from 
personal service corporations out of earnings taxable by 
Act of Congress. 

67. Gifts to charities, etc. are not deductible for the 
partnership; perhaps they may be held to be deductible 
by the partners individually. 

68. A partnership may also fix its fiscal year at a Fiscal 
period different from the calendar year. Any return Ycar 
which a partnership may be required to make, may be 
calculated on this basis. 

If a partnership's fiscal year is not the calendar year, 
then the income for the fiscal year is prorated between 
the two calendar years in which the fiscal year falls. For 
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Corporations" 



example, if a partnership's fiscal year ends April 30, 191% 
eight months would lie within the calendar year 1917, and 
four months within the calendar year 1918. Thus, two- 
thirds of the partnership profits would be assumed to 
have been earned in 1917, and one third in 1918. Under 
the statute, apparently, the partner receiving such income 
would pay income tax on that proportion of his partner- 
ship income which had accrued during the calendar year 
at the rates prevailing during that year. He would pay 
income taxes at the rates prevailing for the calendar year 
1918 on that proportion of his partnership profits which 
had accrued during the calendar year 1918. 

69. A new feature of the Revenue Act of 1918 is that 
it provides for "personal service corporations." Such a 
corporation is defined as one whose income is ascribed 
primarily to the activities of the principal owners or 
stockholders who are themselves regularly engaged in 
actively conducting the affairs of the corporation, and 
in which the capital of the corporation, whether invested 
or borrowed, is not a material income-producing factor. 
Foreign corporations and those where fifty per "cent or 
more of the gross income is derived (1) from trading 
as a principal, or (2) from Government contracts, are not 
included in this exemption. 

70. The personal service corporations are not subject 
to the normal tax or surtax nor to the profits taxes but 
the individual stockholders are to be taxed in the same 
way as partners. So far as practicable all provisions of 
the Act relating to partnerships shall apply to personal 
service corporations and their stockholders. Such a cor- 
poration is required to make a return. 
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71. The law states that the term "dividend", in con- ^ m , M M a 

Dividends of 

nection with personal service corporations, means any Personal 
distribution (whether in cash, other property or stock), Service 

. - . *• Corporations 

of the corporation made out of its earnings or profits 
accumulated since February 28, 1913 and prior to Janu- 
ary 1, 1918. Dividends distributed in 1918 or thereafter, 
are deemed to have been made by a personal service cor- 
poration from the most recently accumulated earnings or 
profits. 

Corporations Organized to Escape Tax 

72. The statute contemplates a corporation formed 
or availed of to prevent the imposition of the surtax upon 
its stockholders or members, by permitting the profits 
of such a corporation to accumulate instead of being 
divided or distributed. This is a similar provision to 
those which have appeared heretofore and Congress has 
evidently kept in mind the growing popularity of incor- 
porating estates, individuals, etc. 

73. It is provided that the corporation is not liable 
for the tax, but the stockholders or members shall be 
liable in the same manner as provided for the stock- 
holder of a personal service corporation. Deduction of 
the war and excess profits tax from the net income of 
the corporation shall be allowed before determining the 
proportionate share of net income accruing to each share- 
holder. 

74. The fact that any corporation is a holding com- 
pany or that the gains and profits are permitted to ac- 
cumulate beyond the reasonable needs of the business 
and become surplus, is stated to be prima facie evidence 
of a purpose to escape the surtax. The proviso is added, 
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however, that the mere fact of the gains and profits ac- 
cumulating and becoming surplus shall not be construed 
as evidence of a purpose to escape the tax in such case, 
unless the Commissioner certifies that he believes such 
accumulation to be unreasonable for the purposes of the 
business. Upon request by the Commissioner or any col- 
lector, every corporation shall file with the official re- 
questing the same, a statement of such gains or profits 
and the names and addresses of the individuals or share- 
holders entitled thereto and the amounts payable to 
each. 

Non-Resident Alien Individuals 

75. The basis of taxing individuals who are non-resi- 
dent aliens as to the United States has undergone fre- 
quent and substantial change since the enactment of 
the 1913 Law. Each statute has differed in this respect. 
Under the 1913 law it was generally understood that in- 
terest on corporate obligations of the United States was 
not taxable in the hands of non-resident aliens, and for- 
eign corporations and partnerships. It appears quite 
unfortunate, especially from the viewpoint of the Ameri- 
can railroads and other corporations, that this scheme 
of things was ever changed. The fact is, however, that 
in March, 1916, the Treasury Department ruled that the 
income of a non-resident alien in the form of domestic 
corporation interest, along with other income, was tax- 
able, beginning with the year 1916. This was stated 
to be by virtue of the 1913 Law. The Department an-* 
nounced that it had made this ruling under the authority 
of the Brushaber decision, although it is hardly clear from 
that decision that the Supreme Court had such a point 
in mind. Without tracing these various steps, however, 
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Normal Tax 
of Non-Resi- 
dent Aliens 



the case of the non-resident alien individual under the 
present law will be generally stated. 

76. As has been referred to previously, one point of 
difference between the case of the non-resident alien 

and the citizen or resident of the United States, is the 

fact that the former is subject to a normal tax of twelve 

per cent, on all his taxable income, and does not have the 

benefit of the six *per cent, rate on the first $4,000 above 

credits. After 1919, the non-resident alien's normal tax 

rate will be eight per cent. He is subject to all the 

surtax. 

77. The gross income of a non-resident alien indi- Gross income 
vidual is declared to include the gross income from 

sources within the United States, including interest on 
bonds and other obligations of residents either corporate 
or otherwise, and dividends from corporations; he is 
also taxed on amounts (although paid under a contract 
for the sale of goods, etc.) which represent profits on the 
manufacture and disposition of goods within the United 
States. This gross income less the allowable deductions 
would yield his net income. 

78. The Revenue Act of 1918 does not provide a sepa- 
rate list of deduction for the non-resident alien in the 
calculation of his net income subject to tax. In some 
cases he is allowed deductions under slightly different 
conditions from those imposed on a citizen or resident. 
In general, his allowable deductions are identical with 
those of the resident or citizen except that the non- 
resident alien's deductions are only in connection with 
income arising from a source within the United States; 
and they are arrived at through the "apportionment and 
allocation" of the deductions in connection with income 
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sources within and without the United States in accord- 
ance with the regulations of the Commissioner. 

79. A non-resident alien individual is allowed to de- 
duct taxes paid or accrued during the taxable year, 
such as are imposed by the authority of any foreign* 
country (except income, war profits and excess profits 
taxes, and taxes assessed against local benefits of a kind 
tending to increase the value of the property) to the ex- 
tent that they are connected with income coming from 
a source within the United States; this, however, to be 
under a proper apportionment and allocation of deduc- 
tions with respect to sources of income within and with- 
out the United States. (See also Section 55, above). 

80. He may deduct gifts or contributions made to 
domestic charitable, educational or similar corporations 
or the Vocational Rehabilitation Fund. 

81. A non-resident alien, who is the citizen or subject 
of a country imposing an income tax, is allowed credits 
for personal exemption, only if his country allows a simi- 
lar credit to citizens of the United States now residing in 
such country. 

Must 82. The Law of 1918 requires the non-resident alien to 

Fae make a return the same as any other individual having 

Return . ».«a <h 

an income of either $1,000 or $2,000 as the case may be. 
In order to receive the benefit of the credits and deduc- 
tions he must file a return containing such information 
about his income as the Commissioner deems necessary 
for the calculation of the deductions and credits; to 
receive the benefit of the personal exemption he must 
file a claim therefor with the withholding agent. 
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83. Under rulings by the Treasury Department, prop- 



Agents May 



erly authorized agents within the United States may Act for 
execute on behalf of nonresident alien owners the certi- Non-resident 

Aliens 

ficates required in the collection of bond interest. Such 
representatives need to observe carefully any regula- 
tions by the Department as to the extent of their duties. 
In general, however, the Department facilitates the hand- 
ling of non-resident alien's affairs in this country by 
properly authorized agents. Fiduciaries must make re- 
turns for any non-resident alien beneficiary, stating speci- 
fically the items of the gross income and the allowable 
deductions and credits. 

84. The following paragraphs on tax free covenants 
and deduction at the source contain frequent reference 
to matters interesting to non-resident aliens. It has not 
seemed practicable to attempt to segregate the provi- 
sions which affect them. 

Tax-Free Covenants 

85. A large proportion of the outstanding mortgages 
or other indentures of American corporations contains 
what is commonly known as the tax-free covenant. It 
is a provision in substance that the principal and interest 
of the bonds or other obligations secured thereby shall 
be paid without deduction for any tax or taxes which 
the company may be required (and in some cases, per- 
mitted) to pay or deduct therefrom under any present 
or future law of the United States. The weight of pub- 
lished opinion has been that this makes the corporation 
liable for the normal tax as imposed under the provisions 
of the 1913 and 1916 Laws, and for whatever reasons^ 
legal or practical, corporations generally paid the normal 
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tax on presentation of proper certificates. As the lai 
now stands (it has not been substantially changed froi 
last year) it would seem logical to expect corporate 
in general to continue to pay for the bondholder 
amount of tax which the statute declares shall be d< 
ducted at the source. What the amount of this tax 
as applied to different classes of taxpayers, is refern 
to subsequently. 



86. Pending the enactment of the Income Tax Law 
of 1913, there was some discussion of this matter of tax- 
free covenants in corporate mortgages. The view pre-] 
vailed in some quarters that corporations should be 
prohibited by law from making any new agreements 
of this sort. As then passed, the Law contained the pro- 
vision of somewhat uncertain scope that "no* contract 
entered into after this Act takes effect (shall) be valid 
in regard to any Federal income tax upon a person liable 
to such payment." There was some diversity of opinion 
as to whether the above quoted provision of the 1913 
Law prevented corporations from including the tax-free 
covenant in any new mortgage or other indenture exe- 
cuted by them. As a consequence it has not been un- 
usual for corporations, since the enactment of that law, 
to agree to pay the income tax subject to deduction at) 
the source as and to the extent that they might lawfully 
do so. 



1916 
Law 



87. The 1916 Law repealed the old statute, including 
the above quoted provision, and contained no prohibition 
against the inclusion of any tax-free covenant in cor- 
porate mortgages. That is the situation under the pres- 
ent law. 
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Deduction at the Source 

88. The system of "deduction at the source" has been 
one of the fundamentals of this Government's income 
tax "machinery" since the enactment of the 1913 law. 
The system served a dual purpose. First, it collected 
the normal or basic tax levied against certain income; 
and secondly, it supplied information desired by the 
Government. 

89. With the enactment of the 1917 War Revenue 
Law, this system was substantially modified. Deduction 
at the source continued to apply in certain cases, but in 
large part was abolished. On the other hand, an elab- 
orate system of information at the course was inaugu- 
rated. This supplies the Government with all of the in- 
formation it received under the old "deduction at the 
source" plan, and much more. We thus now have the 
dual system of "deduction at the source" (which also 
supplies the essential information) and "information at 
the source." This system applies differently to different 
classes of taxpayers as is set forth in the following para- 
graphs. 

90. In so far as citizens or residents of the United Deduction at 
States are concerned, deduction at the source applies ^ d J owrct 
only in the case of interest on obligations containing Tax-free 

the "tax-free" covenant ; in such case the tax deducted is Covenmnt 
two per cent. The balance of the tax due on such in- 
come is paid by personal return, in the customary way, 
to the Collector of Internal Revenue. As to the "tax- 
free" covenant obligations, the statute provides that de- 
duction at the source shall apply in any case in which 
bonds, mortgages or similar corporate obligations con- 
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Deduction 
at the 
Source 
as to 

Non-Resident 
Alien 



Owner of 
Securities 
Not 

Known to 
Withholding 
Agent 



tain a contract or provision by which the obligor agrees 
to pay any portion of the tax imposed by this title upon 
the obligee or to reimburse the obligee for any portion. 
of the tax or to pay the interest without deduction for 
any tax which the obligor may be required or permitted 
to pay thereon or to retain therefrom under any law 
of the United States. 

The provisions above recited, which were originally 
included in 1917 and are now continued in substantially 
the same form, would seem to be a recognition by Con- 
gress of the existence of the much-used "tax-free" cov- 
enant. 

91. In the case of a non-resident alien individual, de- 
duction at the source applies to all income arising within 
the United States, except only dividends of domestic cor- 
porations. The amount of tax deducted is eight per cent 
except in the case of interest on "tax-free" covenant bonds 
and similar obligations, the tax deducted at the source 
is two per cent, as in the case of individual citizens or 
residents of the United States. 

92. For the first time there is included in the Statute, 
in connection with the general non-resident alien provi- 
sions, a stipulation that the Commissioner may authorize 
the full eight per cent, tax of 1919 to be deducted from the 
interest upon any securities "the owners of which are not 
known to the withholding agent." In respect to the pro- 
visions requiring deduction of two per cent, from interest 
on tax-free covenant securities received by all classes of 
individuals and partnerships, the law contains the further 
new provision that the Commissioner may authorize such 
two per cent, tax to be withheld if the owners of such se- 
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curities are not known to the withholding agent. These 
provisions are unusual, and it would seem advisable for 
paying agents to proceeded cautiously until official Treas- 
ury rulings are received regarding them. 

93. Deduction at the source applies to non-resident 
alien partnerships apparently only as to interest from 
"tax-free" covenant securities; the amount is two per 
cent. -The tax is deducted at the source in the case of 
foreign corporations not engaged in business or trade 
within the United States and not having any office or 
place of business in this country. The tax so deducted is 
two per cent, in the case of interest on "tax-free" covenant 
securities, and ten per cent, on all other income arising 
within the United States. 



94. Deduction at the source does not apply to any 
income paid domestic corporations. 

95. In respect to obligations containing the "tax-free" 
covenant, it seems that the system of deduction at the 
source will apply even though the corporation should de- 
cline to recognize its covenant to pay the tax. In such a 
case, apparently, the paying agent would be required to 
withhold the tax from the interest paid the bondholder. 
Whatever recourse the bondholder would have would 
seem to be against the debtor corporation which had de- 
clined to recognize its covenant. 

96. Every individual, corporation or partnership re- 
quired to deduct and withhold any tax, must make re- *??l n , ° f 

J Withholding 

turns thereof on or before March 1, of this year and pay Agent 
the tax to the proper officials on or before June 15th. 
Every such individual, corporation or partnership, is 
liable for such tax, but is indemnified against any de- 
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in accordance with the requirements of the statute. The 
recipient must include such income (on which tax has 
been withheld at the source) in his return, but is allowed 
to credit the amount of tax withheld against the total 
amount of his income tax. If the recipient pays any 
part of this tax it shall not be recollected from the with- 
holding agent nor shall any penalty be imposed upon the 
recipient of the income or the withholding agent for 
failure to return or pay the same unless there was fraudu- 
lent intent 

97. A citizen or resident, on or before February 1st, 
citizens or following the tax year, may claim the benefit of the 
Residents personal exemption allowed him by filing an appropriate 

statement with the withholding agent. A non-resident 
alien individual may receive the benefit of the same 
credits (in the discretion of the Commissioner and in 
accordance with other provisions of the statute), by filing 
a similar claim with the withholding agent. Presumably, 
there will be Treasury Department ruling along these 
lines. 

Information at the Source 

98. "Information at the source," as a more or less 
independent part of the income tax administrative "ma- 
chinery," was inaugurated for the first time in 1917. 

A report is required as to payments of $1,000 and 
more, in any taxable year, of interest, rent, salaries, 
wages, premiums, annuities, compensation or other fixed 
or determinable income. The statute provides that all 
persons, corporations, partnerships, no matter in' what 
capacity they may act, — including lessees or mortgagors 
of real or personal property, fiduciaries, employers, (and 
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officers and employees of the United States having the 
information required) making any payments of such a 
character of $1,000 or over in a year to any other person, 
corporations or other organization, — are called upon to re- 
port the amount of such income and the name and ad- 
dress of the recipient. 

99. Regardless of amount, returns giving "informa- 
tion" may be required concerning interest paid on (1) 
bonds, mortgages, etc., of corporations ; (2) interest upon 
bonds of, and dividends on the stock of foreign corpora- 
tions, and interest on bonds of foreign countries (not 
payable in the United States) collected as matter of busi- 
ness by any individual, corporation or partnership. 

100. When so required by the Commissioner of In- 
ternal Revenue, every individual, corporation or partner- 
ship doing business as a broker shall report the names 
of customers for whom business has been transacted; 
the broker also shall report such details as to the profits, 
losses or other information which the Commissioner may 
require in respect to each of such customers. This is to 
enable the Commissioner to determine, so the statute 
says, whether all income tax has been paid on the profits 
or gains of such customers. 

101. The Commissioner of Internal Revenue may re- 
quire every corporation, subject to tax hereunder, and 
every personal service corporation to make a return of 
its payments of dividends, the name and address of each 
stockholder and the number of shares owned by him and 
the amount of dividends paid him. 

102. Under penalty of fine or imprisonment or both, License for 
all persons, firms, or corporations, undertaking as a For *** 

_ Collections 
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matter of business or for profit the collection of foreign 
payments of interest or dividends, shall obtain a license 
from the Commissioner of Internal Revenue and shall 
be subject to regulations enabling the Government to 
obtain the information required under the law. 



Annual 
Return of 
Income 



Individual! 



Citizens or 
Residents 



Joint Return 



Return , Assessment and Payment 

103. The Revenue Act of 1918 requires a return, it 
the net income is $1,000 or over in the case of unmar- 
ried persons, or married and not living with husband or 
wife, or $2,000 or over in the case of married persons, 
living with husband or wife; it shall state the items 
of the gross income and the allowable deductions and 
credits. The Law provides, in case of a husband and 
wife living together and having an aggregate (one or 
two incomes) income of $2,000 or over, each shall make 
a return unless the income of each is included in a single 
joint return. Apparently this joint return may be made 
with regard to the surtax as well as the normal tax. 
Heretofore, the Treasury Department has ruled that the 
separate incomes of husband and wife should not be 
combined in a return of income for the purpose of as* 
sessing the surtax. 

104. Under the new Act, every individual must make 
a return if the income comes above the exempt amounts. 

The income of a minor or incompetent if derived from 
a separate estate under control of a guardian, trustee or 
other fiduciary, must be reported by his guardian or other 
legal representative. While there may have been some 
question under the previous law as to whether a minor 
having no legal representative was required to make a 
return, it seems that the present law contemplates the 
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making of a return and payment of tax by such a minor 
without legal representative. Explanatory regulations 
may be issued later on this point. 

105. If the taxpayer is unable (the new Law does not 
state for what reasons) to make his own return, it shall 
be made by a duly authorized agent or by the guardian or 
other person charged with the care of the person or prop- 
erty of the taxpayer. 

106. A partnership must make a return, sworn to by 
one of the partners, stating specifically the items of its 
gross income and the allowable deductions and giving 
the names and addresses of the individuals who would 
have a right to share in the net income if distributed and 
amount of each share. 

A special income schedule has been provided for 
the farmer. This will include reports of income from 
salaries, rents, interests, sales of property, etc. 

The subject of returns by estates and trusts and the 
like is referred to in Sections 56 to 59, inclusive ; reference 
to returns by non-resident aliens is in Sections 82 and 83. 

Accounting Period 

107. Former laws required that an individual report 
on the basis of a calendar year even if he kept his books 
by a fiscal year. The Revenue Act of 1918 prescribes that 
he must report only on that basis on which his books are 
kept. 

A taxpayer makes his return for the period of 
his "taxable" year which means his fiscal year, or the 
calendar year if he has not established a fiscal year. The 
term "fiscal year," the Treasury Department says, means 
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an accounting period of twelve months ending on the 
last day of any month other than December. No fiscal 
year will be recognized unless before its close it was 
definitely established as an accounting period by the 
taxpayer and his books were kept in accordance there- 
with. A taxpayer may have a fiscal year ending for ex- 
ample on June 30th, 1918 and have previously made a 
return for that part of the fiscal year falling in 1917. 
Nevertheless, he should under the new Act of 1918 make 
a complete return for the entire fiscal year. 

108. If a taxpayer makes return for a fiscal year be- 
ginning in 1917 and ending in 1918, his tax for the first 
taxable year should be the sum of: (1) the same propor- 
tion of his tax for the entire period computed under the 
laws of 1916 as amended, and of 1917, as the period of 
time within the calendar year 1917 bears to the entire 
period; and (2) the same proportion as the tax for the 
entire period computed under the law of 1918 as the 
period in 1918 bears to the entire period. In the case of 
a personal service corporation only that amount given in 
(1) will apply. 

109. Any amount paid for such fiscal year under the 
Act of 1916 as amended and of 1917 shall be credited 
towards the tax imposed by the Act of 1918. If an excess 
amount has been paid, the law provides for proper credit 
or refund. The same method of computing an income 
tax for 1919 is provided for a fiscal year beginning in 
1918 and ending in 1919. 

110. The Law directs how this different income shall 
be recorded on the form; and it is stated that in deter- 
mining the income any deduction, exemption or credits 
not plainly and properly chargeable against the income 
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taxable at the rate for the preceding year, shall be first 
applied against the income for the most recent year. 
Any balance shall be applied against the income for the 
next preceding year and so on. 

111. If a taxpayer, with the approval of the Commis- 
sioner changes from fiscal year to calendar year in com- Chan * e from 

, . & . . J , J Fiscal Year 

puting his net income, he must make a separate return to calendar 
for the time elapsing between the close of the last fiscal Year » etc - 
year and the following December 31. If he changes 
from calendar year to fiscal year, a separate return must 
be made for the period between the close of the last cal- 
endar year and the date of the close of the fiscal year. 
If he changes from one fiscal year to another, a sepa^ 
rate return must be made for the period between the close 
of the former fiscal year and the close of the new fiscal 
year. If he is making his first return, and keeps his 
account for a fiscal year, he must make a separate return 
for the period between the beginning of the calendar 
year in which such fiscal year ends and the end of the 
fiscal year. In all these cases net income shall be com- 
puted according to the period for which separate return 
is made, and shall be taxed according to the rate for 
the calendar year in which the period is included ; and the 
personal exemption allowed shall be reduced to amounts 
bearing the same ratio to the full credits for such ex- 
emption as the number of months in such period bears 
to twelve months. 

112. If the net income of an individual and his income 
tax are computed on the basis of a calendar year, return 
shall be made on or before the fifteenth day of March ; if 
computed on the basis of a fiscal year, return shall be 
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made on or before the fifteenth day of the third month 
following the close of the fiscal year. 

113. Return shall be made to the Collector for the dis- 
place of trict in which the person making the return has his legal 
Return residence or his principal place of business, or if he has no 

legal residence or place of business in the United States, 
then with the Collector of Internal Revenue at Baltimore, 
Maryland. 

114. In cases where good cause exists in the judg- 
ment of the Commissioner, he may grant an extension of 
time for filing returns. The 1913 Statute limited this ex- 
tension to thirty days. Last year, on account of dis- 
turbed conditions due to the war, the extensions in many 
cases were very liberal. The Act of 1918 states that no 

Extension of suc ^ cxtens i° n » except in the case of taxpayers who are 
Time to Pile abroad, shall be for more than six months. This does not 
Return me an that the Commissioner will grant a full six months 

extension and it is suggested, therefore, that in this 
respect, and in fact as to the entire question of extensions, 
the official rulings should be carefully observed. What 
provision, if any, will be made for filing tentative returns* 
is not yet clear. Some such provision may be made for 
individuals as well as for corporations and other tax- 
payers on account of the exceptionally short period be- 
tween the date of issuance of the return blanks (due to 
the late passage of the law) and March 15th, the date by 
which most taxpayers must file their returns. As usual, 
a collector of Internal Revenue will doubtless have 
authority to grant an extension of thirty days in the 
cases of sickness or absence. 

115. It is also probable that an extension of time will 
be granted to non-resident aliens, foreign corporations and 
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American citizens in the military or naval forces for a 
sufficient period of time after the termination of the war. 

116. Any deputy collector may, when he has reason 
-to believe that an understatement of income has been 
made, require the taxpayer upon due notice to show 
cause why the amount of return should not be increased. 
Upon proof of such understatement, the collector may in- 
crease the return accordingly. The taxpayer may appeal 
to the Commissioner. 

Provisions Relating Especially to Corporations 

117. Corporate net income in the United States has 
been subject to tax continuously since the enactment of 
the so-called Corporation Excise Tax Law of 1909. In 
its effect that Statute levied a one per cent, tax on cor- 
porate net income; the 1916 Law raised the rate to two 
per cent. It was increased to six per cent, for the year 
1917 and the present law raises the rate to twelve per 
cent. It is added parenthetically that, as is well under- 
stood, corporate income is not liable to the surtax, or so- 
called additional tax rates, imposed upon individual in- 
come by the 1913 Act and each of the later statutes. 

118. The organizations taxable hereunder are divided 
into two classes : 

(a) Corporations or insurance companies, organized in the 
United States (generally referred to in these comments 
as domestic organizations); 

(b) Similar organizations authorized, organized or existing 
under the laws of any foreign country (generally re- 
ferred to as foreign organizations). 

119. The Revenue Act of 1918 provides that the net 
income of every corporation (except insurance companies 
under certain circumstances which will be treated under 
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a special heading) shall be taxed at the following rates: 

For the calender year 1918, twelve per cent, of the 
amount of net income above allowable credits; for each 
year thereafter, ten per cent, of such amount. For rail- 
roads under federal control under the Act of March 21, 
1918, the rate 6f tax shall be ten per cent, for 1918 and 
eight per cent, for each year thereafter. 

Non-Taxabi© 120. The following organizations are declared to be 
organisation* non-taxable under the law; 

(a) Labor, agricultural, or horticultural; 

(b) Mutual savings banks not having a capital stock repre- 
sented by shares; 

(c) Fraternal beneficiary societies, orders, or associations, 
(a) operating under the lodge system or for the benefit 
of the members of a fraternity itself operating under 
the lodge system, and (b) providing for the payment of 
life, sick, accident, or other benefits to the members of 
such society, order or association or their dependents; 

(d) Domestic building and loan associations and co-opera- 
tive banks without capital stock, organized and operated 
for mutual purposes and without profit; 

(e) Mutual benefit cemetery associations; 

(f) Farmers' or other mutual hail, cyclone or fire insur- 
ance companies, mutual ditch or irrigation companies, 
mutual or co-operative telephone companies, or like 
organizations of a purely local character, the income of 
which consists solely of assessements, dues and fees 
collected from members for the sole purpose of meeting 
expenses; 

(g) Farmers', fruit growers' or like associations, or co- 
operative societies, organized and operated as sales 
agents for the purpose of marketing the products of 
members and turning back to them the proceeds of sales 
less the necessary selling expense, on the basis of the 
quantity of produce furnished by them, or as purchasing 
agents for the purpose of supplying merchandise to 
members at cost, including the necessary expense. 
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(h) Corporations organized for the exclusive purpose of 
holding title to property, collecting income therefrom, 
and turning over the entire amount thereof, less ex- 
pense, to an organization which itself is exempt from 
the tax imposed by this title; 

(i) Federal land banks and national farm-loan associations 
as provided in section 26 of the Act approved July 17, 
1916, entitled "An Act to provide capital for agricul- 
tural development, to create standard forms of invest- 
ment based upon farm mortgage," etc; 

(j ) Civic leagues or organizations not organized for profit 
but operated exclusively for the promotion of social 
welfare; 

(k) Personal service corporations (except as otherwise 
noted herein). 

121. The following additional organizations are de- 
clared to be non-taxable if no part of their net earnings 
accrues to any private stockholder or individual: 

(1) Corporations organized and operated exclusively for 
religious, charitable, scientific or educational purposes 
or for the prevention of cruelty to children or to 
animals; 

(m) Business leagues, chambers of commerce, or boards 

of trade not organized for profit; 
(n) Pleasure, recreation or other clubs of non-profitable 

purpose. 

122. These organizations, while exempt from payment 
of tax, are not exempt from giving information at the 
source regarding salaries, etc., nor from filing statements 
regarding conditions precedent to their exemption, etc. 

123. The Federal Reserve Statute exempts from tax- 
ation the capital stock and surplus of Federal Reserve 
Banks. The income derived from dividends on the stock 
of Federal Reserve Banks is also exempt. Dividends 
paid by member banks are, of course, subject to tax. 
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124. Interest upon so-called Municipal bonds, in- 
cluding obligations of States and their political sub- 
Tax Exempt divisions, and upon the obligations of the possessions of 
obligations the United States, is exempt from tax in the hands of all 

organizations, foreign and domestic, as well as in the 
hands of individuals. Likewise, this exemption extends 
to interest upon the obligations of the Federal Govern- 
ment, including Liberty Bonds ; this statement, of course, 
has application to the Corporation income tax. 

125. Corporations may also have the benefit of other 
exemptions provided by the statute, in so far as they may 
be appropriate to a corporation, as, for instance, interest 
upon any securities issued under the provisions* of the 
Federal Farm Loan Act. 

126. The law of 1918, requires tax exempt securities 
to be reported as to number, amount and income by 
the corporation, in its returns. 



127. No tax hereunder shall be levied on income de- 
rived from any public utility or from the exercise of any 
essential governmental function which accrues to the 
District of Columbia or to any State or Territory, to the 
Philippine Islands or Porto Rico, or to any political sub 
division of the foregoing. This exemption is made broad 
enough to apply to that portion of the income of public 
utilities to which any of the above-named governmental 
agencies may be entitled under any contract, entered 
into in good faith on or before September 8, 1916, for 
the acquisition, construction, operation or maintenance 
of such public utility. It seems that this would cover 
New York City's interest in the subway operation. Ob- 
viously, this exemption does not extend to the income of 
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tiie person or corporation making such a contract with 
the governmental agency. 

128. Profits accruing to a corporation from the sale or 
other disposition of any kind of property acquired before 
March 1, 1913, shall be calculated on the basis of the fair 
market value of such property as of that date. If acquired 
after that date, basis of determining profit is the cost, 
or the inventory value if the inventory is made in ac- 
cordance with the regulations. Losses resulting from 
similar transactions shall be calculated on the same basis. 
For a more detailed discussion of the computation of 
gain or loss and of the taking of inventory, reference is 
made to the appropriate sections in the Analysis relating 
to individuals. 

129. The "gross income" of a corporation, with cer- 
tain exceptions, is stated to be the same as that term 
is defined for individuals (see Section 14 above). Excep- 
tion is made as to certain insurance companies to which 
reference is made elsewhere in this Analysis; and the 
gross income of a foreign corporation, as in the case of 
a non-resident alien individual, includes only gross in- 
come from sources within the United States, including 
interest on bonds and other obligations of residents, cor- 
porate or otherwise, dividends from resident corporations, 
and all amounts received (whether under a contract for 
the sale of goods or otherwise) as profits on the manu- 
facture and disposition of goods within the United States. 

130. The items not deductible by a corporation in 
computing its net income are the same as are not allowed 
to be deducted by an individual. The permissible deduc- 
tions are very similar to those allowed individuals, part- 
nerships, etc. and include ; 
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All necessary and ordinary expenses paid or incurred in 
carrying on a business or trade, specifically including 
salaries for personal services actually rendered, also rentals 
or payments for continued use of the business premises or 
possession of property to which the corporation has not 
taken or is not taking title or to which it has no equity; 

All interest paid or accrued on indebtedness except that 
no deductions may be made for interest on indebtedness 
incurred or continued to purchase or carry obligations or 
securities (other than obligations of the United Stated 
issued after September 24, 1917), the interest upon which is 
declared by law to be tax exempt. In the case of a foreign 
corporation it is the proportion of such interest which its 
gross income within the United States bears to gross in- 
come from all sources; 

Taxes paid or accrued, such as are imposed by the au- 
thority of the United States except income and profits 
taxes; (as to profits taxes, however, see Section 132 herein- 
after) ; or taxes paid by a domestic corporation to one of the 
possessions of the United States except income or profits 
taxes (for which satisfactory evidence must be shown); 
taxes imposed by authority of any State or Territory, muni- 
cipality or other taxing subdivision. Assessments against 
local benefits of a kind tending to increase the value of the 
property are not allowable as deductions. Section 238 also 
stipulates certain other miscellaneous and general deduc- 
tions allowed on account of taxes paid; 

Losses sustained in the taxable year and not compensated 
for by insurance or otherwise; 

Debts ascertained to be worthless and charged off within 
the taxable year; 

A reasonable allowance for exhaustion, wear and tear, 
of property used in trade or business and for obsolescence; 

In the case of buildings, machinery, equipment installed 
or acquired on or after April 6, 1917, and vessels constructed 
or acquired on or after that date for the transportation of 
men or articles contributing to the prosecution of the war 
there shall be allowed a reasonable deduction for amor- 
tization as to cost borne by the corporation, not including 

80 



NA LYSIS AND COMMENT 

any other amount allowed by this law or by Act of Con- 
gress as a deduction. At any time within three years after 
die end of the war, there may be a redetermination, and at 
the request of the corporation, there shall be a redetermin- 
ation of the tax due; 

In the case of mines, oil and gas wells, other natural de- 
posits and timber, reasonable allowance for depletion and 
depreciation according to the "peculiar conditions in each 
case" based upon cost and cost of development not other- 
wise deducted. In the case of properties acquired prior 
to March 1, 1913, the fair market value on that date would 
govern; as to mines and wells discovered by the taxpayer 
after March 1, 1913, and not acquired as result of a proven 
tract where the fair market value is materially dispropor- 
tionate to the cost, depletion allowance would be based on 
fair market value of property at date of discovery or within 
thirty days thereafter; all this to be governed by regulations 
of die Commissioner; in the case of leases, allowances are 
to be equitably proportioned between lessor and lessee. 

131. No provision is made for the deduction of char- 
itable contributions by a corporation. 

132. The following credits are allowed in computing 
the corporation's income tax: 

Amounts received as interest upon obligations of the 
United States and bonds issued by the War Finance Cor- 
poration; 

For a domestic corporation, amounts of any war profits 
&nd excess profits taxes imposed for the taxable year. Where 
a corporation makes a return for a fiscal year ending in 1918, 
in computing the tax on that basis, the tax computed for 
tiie entire period under the excess profits tax provisions of 
. the 1917 Law shall be credited against the net income com- 
puted under the Income Tax Law of 1916 as amended, and 
of 1917; and the war profits and excess profits tax of the 
bw of 1918 at the rates for the calendar year 1918 shall be 
credited against the net income computed for the entire 
period under the income tax law of 1918; 
For a domestic corporation, $2,000. 
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saia Paid 133, ®y informal ruling, October 4, 1917, the Treasi 
to Employee Department has held that in case a corporation continue 
m Army tQ ^^ ^ em pi y ec j^g sa lary or a part thereof di 

his service in the "United States Army," this amount 
be considered a necessary expense of the business and 
such will be allowed as a deduction in computing the cor 
poration's net income subject to tax. 

134. In respect particularly to the deduction of i 
terest in computing corporate net income, the statin 
provides that preferred stock shall not .be consider 
interest-bearing indebtedness. 

135. The law does not allow any deduction to a cor 
poration for any tax paid pursuant to a guarantee thai 
the interest on bonds or other indebtedness shall be fi 
from taxation, as, for instance, under the so-called tax- 
free covenant in corporate mortgages. 

Companies 136 * I nsuran <* companies in addition to the deduc-l 

insurance tions already stated are allowed to deduct their net addi-j 
tion to reserve fluids required by law, and "sums otto 
than dividends paid within the year on policy and an- 
nuity contracts." Corporations issuing life, health and 
accident insurance combined in one policy and issued 
on the weekly premium payment plan, continuing for 
life and not subject to cancellation, may deduct such 
further portion of the net addition to the reserve funds 
(not required by law) made within the taxable year as 
the Commissioner holds to be necessary for the protec- 
tion of the policy holders only. The statute recites a 
number of provisions which apply especially to mutual 
fire, mutual employers' liability, mutual workmen's com- 
pensation, mutual casualty, mutual marine insurance 
_ companies and other insurance companies. Such as are 
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interested in these provisions at all, are interested in 
them and pertinent decisions and rulings to their last 
detail. No attempt, therefore, is made to digest these 
provisions herein. 

Especially Regarding Foreign Organizations 

137. The statute does not provide a separate list of 
deductions for foreign organizations authorized, organ- 
ized or existing, under the laws of any foreign country. 
Generally speaking, the difference between the deduc- 
tions allowed foreign organizations and those granted 
to similar domestic organizations as above discussed is 
that foreign organizations shall deduct only those items 
which have arisen in respect to their business or interests 
in the United States.. 

138. A foreign organization shall compute the amount 
of interest paid on its indebtedness along the same lines 
as laid down in respect to domestic organizations, but 
the foreign organization is allowed deduction of only such 
a proportion of that interest as the gross amount of its 
income on business transacted and capital invested with- 
in the United States bears to the gross amount of its 
income derived from all sources within and without the 
United States. And in the case of taxes paid, there may 
be deducted all domestic and foreign taxes (except in- 
come, war profits and excess profits taxes paid to the 
United States Government, or to any foreign country, 
and taxes against local benefits) on property or business 
the income from which is subject to this tax. 

139. Under the 1916 Act, for the first time, the system 
of "deduction at the source" was applied to certain in- 
come accruing in the United States to foreign organiza- 
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tions "not engaged in business or trade within the United 
States and not having any office or place of business 
therein." The law of 1918 contains a section with similar 
purpose. 

The provisions affecting corporations and individuals 
are generally the same, although the rates are different 
This subject has already been discussed at Sections 88-97. 

140. It will be recalled that "deduction at the source" 
does not apply to all corporate bond interest paid to citi- 
zens and residents of the United States. If the particular 
bond on which interest is paid contains the so-called tax- 
free covenant, deduction at the source applies ; otherwise 
it does not. But in the case of non-resident alien indi- 
viduals and foreign organizations not engaged in busiess 
in this country and having no place of business here, de- 
duction at the source applies regardless of the tax-free 
covenant. 

It seems worth repeating that deduction at the source 
does not apply to all foreign organizations; it applies 
only to those "not engaged in business or trade within 
the United States and not having any office or place of 
business therein." 

Deduction at the source does not apply to domestic 
organizations; thus, the tax-free covenant does not bene- 
fit organizations of the United States which hold domes- 
tic corporation bonds, etc., containing such provisions. 

141. Every taxable corporation and every personal 
service corporation is required to make a return stating 
specifically the items of gross income and the allowable 
deductions and credits. This return must be sworn to 
by the president or other principal officer and by the 
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treasurer. In the case of a foreign corporation with no 
place of business in the United States, the returns should 
be made by its agents in the United States, if there be 
any. Receivers, trustees in bankruptcy and assignees 
must make returns for such property or business as they 
are operating. A corporation may make its return on 
either the calendar or fiscal year, as allowed the indi- 
vidual. 

142. The Law of 1918 contains a new provision requir- 
ing consolidated returns of affiliated corporations. Two 
or more domestic corporations are deemed to be affiliated, 
(1) if one corporation owns directly or controls through 
closely affiliated interests, etc., all the stock, or (2) if sub- 
stantially all the stock of two or more corporations is 
owned or controlled by the same interests. 

In the case of consolidated returns, the total tax will 
be computed as a unit and then assessed on the respec- 
tive affiliated corporations in such proportion as may be 
agreed to by them, or on the basis of the net income. 

143. The returns of a corporation shall be made at 
the same time and in the same maimer as is provided 
for the individual. Payment of the tax by a corporation 
is also subject to the same regulations as are provided 
for payment by an individual. Returns shall be made 
to the collector of the district in which is located the 
principal place of business or principal office or agency 
of the corporation, or, if it has no principal place of busi- 
ness or principal office or agency in the United States, 
then to the Collector of Internal Revenue, Baltimore, 
Maryland. 

144. By a recent announcement, the Treasury Depart- 
ment permits a corporation to return the estimated tax 
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and make a revised return within forty-five days. This 
will enable the government to collect the first installment 
of the tax due March 15th. If the installment exceeds 
the amount shown to be due by the completed return, 
the excess will be credited on the next payment. 

145. The Treasury Department formerly ruled that in 
cases where foreign corporations or domestic corpora- 
tions doing business in foreign countries, are unable to 
assemble their data in time to make their returns of 
annual income within the prescribed time, it is permis- 
sible for such corporations, upon showing of this fact, 
to file with the Collector of Internal Revenue a tentative 
return in which there shall be approximated as nearly as 
possible the actual business transacted during the year. 
In place of this tentative return, a true and accurate re- 
turn shall be substituted as soon as the necessary data 
to make the same shall be available. 

Some ruling similar to the above and along the lines 
of the extensions suggested in Section 114, will doubtless 
be made this year. 

146. Returns are due not later than the fifteenth day 
of the third month after the close of the calendar or fiscal 
year (March 15th for the usual corporation). 



General Provisions 

147. Except as regards payment of the tax at the 
source, the tax may be paid on making the return; if 
not so paid, it shall be paid in four installments, each 
consisting of one-fourth of the total tax. The first install- 
ment shall be paid at the time of filing the return and 
the second, third and fourth installments, on the fifteenth 
day of the third, sixth and ninth months respectively, 
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thereafter. The time for payment of the first installment 
lhall be postponed until the date of the expiration of a 
period of extension, if one can be obtained, but other 
installments shall not be postponed without express per- 
mission at the time of granting the extension. Provisions 
are made for charging interest at the rate of one-half of 
one per cent, per month from the time the tax is due; 
and if any installment be not paid the whole amount 
of the tax unpaid shall become due and payable on de- 
mand. 

148. Returns are to be examined by the Internal Rev- 
enue Bureau as soon as possible after filing, and the 
proper readjustments made. If, through the negligence 
of the taxpayer, an understatement has been made he is 
liable to a penalty of five per cent, plus interest at one per 
cent, per month. In the case of fraud on the part of the 
taxpayer, the penalty is fifty per cent, in addition to cer- 
tain penalties otherwise provided for by the Revised 
Statutes. A fine of $1,000 (and imprisonment if the dis- 
obedience be willful) is imposed for failure to carry out 
any of the requirements of this law. 

149. The taxpayer is entitled, upon request, to a full 
written or printed receipt or receipts for payments made. 
Any previous tax payment in excess of the amount due 
may be credited on the tax now due. 

150. Aside from the usual means of paying a tax, 
which has been accomplished ordinarily by certified 
check, the statute now provides that Collectors of Inter- 
nal Revenue may receive uncertified checks under regu- 
lations issued by the Treasury Department. Collectors 
may also receive in payment of any taxes, at par and ac- 
crued interest, certificates of indebtedness of the United 
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States issued under the Act of April 24, 1917, entitle 
"An Act to authorize an issue of bonds to meet expendi- 
tures for the national security and defense/' etc., 
certificates of the United States issued under any si 
sequent Act. 

151. The new statute contains a much more liberal 
refund provision than appeared in any of the previo 
laws. It provides that if (under the Corporation Excise 
Tax Law of 1909 or the Income Tax Laws of 1913, 
1916, or 1917 respectively), any income or profits tax 
has been paid in excess of that properly due, then, not 
withstanding the pertinent provision of the Revised 
Statutes, (Sec. 3228) the amount of such excess will be 
credited against any income or profits tax due from the 
taxpayer under any other returns. The balance of any 
such excess, if any, shall be immediately refunded to the 
taxpayer; the application of tttis provision is limited to 
five years from the date when the return was due, unless 
before the expiration of such five years a claim therefor 
was filed by the taxpayer. 

152. Annual returns shall be filed in the office of the 
Potsibio Commissioner of Internal Revenue and shall constitute 
inspection of public records and shall be open to inspection as such, 
Returns fcut „ only Qn ^ order of ^ President" and under regu- 
lations by the Secretary of the Treasury, etc. This 

9 language of the statute indicates that it applies to both 
individual and corporate returns. It is also provided 
by the statute that in accordance with the regulations of 
the Secretary of the Treasury and upon request of the 
Governor of a State imposing an income tax, the proper 
officers of such State may have access to the returns or 
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\ an abstract thereof showing the name and income of each 
corporation. 

153. The Statute further provides that any bona fide 
stockholder of record owning one per cent, or more of 
the outstanding stock of any corporation, shall, on re- 
quest, be allowed to examine the returns of any corpora- 
tion and of its subsidiaries. The stockholders, however, 
upon heavy penalty must not disclose such information 
obtained in any manner "not provided by law." 

154. An alphabetical list of all individuals filing re- 
turns in each district is to be open to public inspection. 
This information will include the addresses of taxpayers 
but presumably not the amount of income or tax due. 

155. All Collectors of Internal Revenue and all other 
officers or employees of the United States are prohibited Secrecy o* 
from making known any particular or fact disclosed in 

any income tax return, and any offense against this pro- 
vision shall be a misdemeanor and shall be punishable 
by fine, or imprisonment, or both, and the offenders shall 
be dismissed from office or discharged from the Govern- 
ment service. 

Advisory Tax Board 

156. An Advisory Board of six members appointed 

by the Commissioner with the approval of the Secretary ^TJJ"* ** 
is created by the statute. The Board has the power Board 
to summon witnesses, administer oaths, take testimony, 
etc. It will deal with questions regarding the interrela- 
tion and administration of the income, war profits and 
excess profits tax laws. 

i 

i 

157. Every individual who is a citizen of any posses- 
sion of the United States, but not otherwise a citizen of 
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the United States, shall be taxed only on income from 
sources within the United States, and the tax shall be 
computed as in the case of other persons so taxable. 

158. In Porto Rico and the Philippine Islands, the 
income tax is to be levied and collected in accordance 
with the Act of 1916, as amended. The tax laws in force 
in these island possessions may be amended or repealed 
by their respective legislatures. 
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1918 Income Tax Law 

Titles I and II and Parts of Tides XIII and 
XIV of the Revenue Act of 1918 



In Effect February 25, 1918 



AN ACT 

To provide revenue, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
ited States of America in Congress assembled, 

TITLE I.— GENERAL DEFINITIONS. 

Section 1. That when used in this Act — 

The term "person" includes partnerships and corporations as well 
individuals ; 

The term "corporation" includes associations, joint-stock companies, 



insurance companies; 



id 

i The term "domestic" when applied to a corporation or partnership 
tans created or organized in the United States ; 

[ The term "foreign" when applied to a corporation or partnership 
leans created or organized outside the United States; 

' The term "United States" when used in a geographical sense includes 
My the States, the Territories of Alaska and Hawaii, and the District 
I Columbia; L 

The term "Secretary" means the Secretary of the Treasury; 

i The term "Commissioner" means the Commissioner of Internal 
kvenue ; 

j The term "collector" means collector of internal revenue; 

The term "Revenue Act of 1916" means the Act entitled "An Act 
increase the revenue, and for other purposes," approved September 

. The term "Revenue Act of 1917" means the Act entitled "An Act 
p provide revenue to defray war expenses, and for other purposes," 
(pproved October 3, 1917 ; 

i The term "taxpayer" includes any person, trust or estate subject to 
I tax imposed by this Act; 

L The term "Government contract" means (a) a contract made with 
pctJnited States, or with any department, bureau, officer, commission, 
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board, or agency, under the United States and acting in its beh; 
with any agency controlled by any of the above if the contract is f< 
benefit of the United States, or (b) a sub-contract made with a 
tractor performing such a contract if the products or services 
furnished under the subcontract are for the benefit of the 
States. 

The term "Government contract or contracts made between 
6, 1917, and November 11, 1918, both dates inclusive" when applied 
contract of the kind referred to in clause (a) of this paragraph, in( 
all such contracts which, although entered into during such period, 
originally not enforceable, but which have been or may become enf< 
able by reason of subsequent validation in pursuance of law ; 

The term "military or naval forces of the United Statse" inch 
the Marine Corps, the Coast Guard, the Army Nurse Corps, Fei 
and the Navy Nurse Corps, Female, but this shall not be deemed j 
exclude other units otherwise included within such term; 

The term "present war" means the war in which the United Si 
is now engaged against the German Government. 

For the purposes of this Act the date of the termination of 
present war shall be fixed by proclamation of the President. 
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Fiduciary 



Personal 
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TITLE II.— INCOME TAX. 

Part I. — General Provisions. 

Definitions. 

Sec. 200. That when used in this title — 

The term "taxable year" means the calendar year, or the fiscal 
ending during such calendar year, upon the basis of which the net in< 
is computed under section 212 or section 232. The term "fiscal 
means an accounting period of twelve months ending on the last day 
any month other than December. The first taxable year, to be called 
taxable year 1918, shall be the calendar year 1918 or any fiscal 
ending during the calendar year 1918; 

The term "fiduciary" means a guardian, trustee, executor, a< 

trator, receiver, conservator, or any person acting in any fiducial 
capacity for any person, trust or estate ; 

The term "withholding agent" means any person required to dedal 
and withhold any tax under the provisions of section 221 or section 28 

The term "personal service corporation" means a corporation who* 
income is to be ascribed primarily to the activities of the principal owner] 
or stockholders who are themselves regularly engaged in the active con- 
duct of the affairs of the corporation and in which capital (whethef 
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rted or borrowed) is not a material income-producing factor; but 
not include any foreign corporation, nor any corporation 50 per 
>m or more of whose gross income consists either (1) of gams, 
Its, or income derived from trading as a principal, or (2) of gains, 
Is, commissions, or other income, derived from a government con- 
t or contracts made between April 6, 1917, and November 11, 1918, 
dates inclusive; . 

The term "paid," for the purposes of the deductions and credits 
tr this title, means "paid or accrued" or "paid or incurred," and the 
Is "paid or incurred" and "paid or accrued" shall be construed ac- 
ting to the method of accounting upon the basis of which the net 
me is computed under section 212. 



Paid or 

Accrued 



Dividends 



Dividends. 

Sec. 201. (a) That the term "dividend" when used in this title 
pcept in paragraph (10) of subdivision (a) of section 234) means 
I any distribution made by a corporation, other than a personal ser- 
e corporation, to its shareholders or members, whether in cash or in 
ter property or in stock of the corporation, out of its earnings or 
tfits accumulated since February 28, 1913, or (2) any such distribution 
ide by a personal service corporation out of its earnings or profits 
cumulated since February 28, 1913, and prior to January 1, 1918. 

(b) Any distribution shall be deemed to have been made from earn- 
P or profits unless all earnings and profits have first been distributed, 
toy distribution made in the year 1918 or any year thereafter shall 
J deemed to have been made from earnings or profits accumulated since 
cbruary 28, 1913, or, in the case of a personal service corporation, 
jom the most recently accumulated earnings or profits ; but any earn- 
fes or profits accumulated prior to March 1, 1913, may be distributed 
I stock dividends or otherwise, exempt from the tax, after the earnings 
M profits accumulated since February 28, 1913, have been distributed. 

(c) A dividend paid in stock of the corporation shall be considered 
jicome to the amount of the earnings or profits distributed. Amounts 
Mtributed in the liquidation of a corporation shall be treated as pay- 
ments in exchange for stock or shares, and any gain or profit realized 
pweby shall be taxed to the distributee as other gains or profits. 

' (d) If any stock dividend (1) is received by a taxpayer between 
January 1 and November 1, 1918, both dates inclusive, or (2) is during 
pen period bona fide authorized or declared, and entered on the books 
wia cor P° rat * on » ana " is received by a taxpayer after November 1, 
32+ V^^ before the expiration of thirty days after the passage of this 
[£«, then such dividend shall, in the manner provided in Sec. 206, be 
pJjMd to the recipient at the rates prescribed by law for the years in 
Itari! \^ corporation accumulated the earnings or profits from which 
'JJff dividend was paid, but the dividend shall be deemed to have been 
Wd from the most recently accumulated earnings or profits. 
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(e) Any distribution made during the first sixty days of any 
year shall be deemed to have been made from earnings or profits 
ulated during preceding taxable years ; but any distribution made c 
the remainder of the taxable year shall be deemed to have been 
from earnings or profits accumulated betwen the close of the precc 
taxable year and the date of distribution, to the exent of such eai 
or profits, and if the books of the corporation do not show the 
of such earnings or profits, the earnings or profits for the accoi 
period within which the distribution was made shall be deemed to 
been accumulated ratably during such period. 
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Basis for Determining Gain or Loss, 

Sec. 202 (a). That for the purpose of ascertaining the gain, 
rived or loss sustained from the sale or other disposition of proi 
real, personal, or mixed, the basis shall be — 

(1) In the case of property acquired before March 1, 1913, 
fair market price or value of such property as of that date ; and 

(2) In the case of property acquired on or after that date, the 
thereof ; or the inventory value, if the inventory is made in accon 
with section 203. 

(b) When property is exchanged for other property, the propi 
received in exchange shall for the purpose of determining gain or 
be treated as the equivalent of cash to the amount of its fair mai 
value, if any; but when in connection with the reorganization, merj 
or consolidation of a corporation a person receives in place of st< 
securities owned by him new stock or securities of no greater aggr< 
par or face value, no gain or loss shall be deemed to occur from 
exchange, and the new stock or securities received shall be treatedl 
taking the place of the stock, securities, or propery exchanged. 

When in the case of any such reorganization, merger or consolid* 
tion the aggregate par or face value of the new stock or securities re 
ceived is in excess of the aggregate par or face value of the stock o 
securities exchanged, a like amount in par or face value of the nei 
stock or securities received shall be treated as taking the place of th 
stock or securities exchanged, and the amount of the excess in par o: 
face value shall be treated as a gain to the extent that the fair marke 
value of the new stock or securities is greater than the cost (or i 
acquired prior to March 1, 1913, the fair market value as of that date] 
of the stock or securities exchanged. 



Inventories 



Inventories. 

Sec. 203. That whenever in the opinion of the Commissioner tto 
use of inventories is necessary in order clearly to determine the incpnw 
of any taxpayer, inventories shall be taken by such taxpayer upon sod 
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tis as the Commissioner, with the approval of the Secretary, may pre- 
ibe as conforming as nearly as may be to the best accounting practice 
the trade or business and as most clearly reflecting the income. 



Net Losses. 

Sec. 204(a). That as used in this section the term "net loss" refers 
[y to net losses resulting from either (1) the operation of any business 
jularly carried on by the taxpayer, or (2) the bona fide sale by the 
taxpayer of plant, buildings, machinery, equipment or other facilities, 
Constructed, installed or acquired by the taxpayer on or after April 6, 
1917, for the production of articles contributing to the prosecuion of 
the present war; and when so resulting means the excess of the deduc- 
tions allowed by law (excluding in the case of corporations amounts 
Mowed as a deduction under paragraph (6) of subdivision (a), of sec- 
tion 234, over the sum of the gross income plus any interest received 
free from taxation both under this title and under Title III. 

(b) If for any taxable year beginning after October 31, 1918, and 
aiding prior to January 1, 1920, it appears upon the production of evi- 

satis factory to the Commissioner that any taxpayer has sustained 
a net loss, the amount of such net loss shall under regulations prescribed 
by the Commissioner with the approval of the Secretary be deducted 
from the net income of the taxpayer for the preceding taxable year ; and 
tile taxes imposed by this title and by Title III for such preceding 
taxable year shall be redetermined accordingly. Any amount found to 
\t due to the taxpayer upon the basis of such redetermination shall be 
credited or refunded to the taxpayer in accordance with the provisions 
of section 252. If such net loss is in excess of the net income for such 
preceding taxable year, the amount of such excess shall under regula- 
tions prescribed by the Commissioner with the approval of the Secre- 
tary be allowed as a deduction in computing the net income for the 
succeeding taxable year. 

(c) The benefit of this section shall be allowed to the members 
of a partnership and the beneficiaries of an estate or trust under regula- 
tions prescribed by the Commissioner with the approval of the Secretary. 

Fiscal Year with Different Rates. 

Sec. 205. (a) That if a taxpayer makes return for a fiscal yeai 
beginning in 1917 and ending in 1918, his tax under this title for the 
first taxable year shall be the sum of: (1) the same proportion of a tax 
for the entire period computed under Title I of the Revenue Act of 1916 
as amended by the Revenue Act of 1917 and under Title I of the 
Revenue Act of 1917, which the portion of such period falling within 
the calendar year 1917 is of the entire period/ and (2) the same pro- 
portion of a tax for the entire period computed under this title at 
the rates for the calendar year 1918 which the portion of such period 
falling within the calendar year 1918 is of the entire period: Provided, 
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That in the case of a personal service corporation the amount to be 
shall be only that specified in clause (1). 

Any amount heretofore or hereafter paid on account of the 
imposed for such fiscal year by Title I of the Revenue Act of 1916 
amended by the Revenue Act of 1917, and by Title I of the Reveni 
Act of 1917, shall be credited towards the payment of the tax ixnpoi 
for such fiscal year by this act, and if the amount so paid exceeds 
amount of such tax imposed by this act, or in the case of a pen 
service corporation, the amount specified in clause (1), the excess si 
be credited or refunded in accordance with the provisions of section 

(b) If a taxpayer makes a return for a fiscal year beginning 
1918 and ending in 1919, the tax under this title for such fiscal 
shall be the sum of: (1) the same proportion of a tax for the entii 
period computed under this title at the rates specified for the calei 
year 1918 which the portion of such period falling within the calen< 
year 1918 is of the entire period, and (2) the same proportion of a 
for the entire period computed under this title at the rates specified f< 
the calendar year 1919 which the portion of such period falling wit 
the calendar year 1919 is of the entire period. 

(c) If a fiscal year of a partnership begins in 1917 and ends in 
1918 or begins in 1918 and ends in 1919, then notwithstanding the provi- 
sions of subdivision (b) of section 218, (1) the rates for the calendar 
year during which such fiscal year begins shall apply to an amount of 
each partner's share of such partnership net income (determined under 
the law applicable to such year) equal to the proportion which the part 
of such fiscal year falling within such calendar year bears to the fuQ 
fiscal year, and (2) the rates for the calendar year during which such 
fiscal year ends shall apply to an amount of each partner's share of such 
partnership net income (determined under the law applicable to such 
calendar year) equal to the proportion which the part of such fiscal 
year falling within such calendar year bears to the full fiscal year : Pro- 
vided, That in the case of a personal service corporation with respect 
to a fiscal year beginning in 1917 and ending in 1918, the amount specified 
in clause (1) shall not be subject to normal tax. 
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Parts of Income Subject to Rates for Different Years. 

Sec. 206. That whenever parts of a taxpayer's income are subject 
to rates for different calendar years, the part subject to the rates for the 
most recent calendar year shall be placed in the lower brackets of the 
rate schedule provided in this title, the part subject to the rates for the 
next preceding calendar year shall be placed in the next higher brackets 
of the rate schedule applicable to that year, and so on until the entire net 
income has been accounted for. In determining the income, any deduc- 
tions, exemptions or credits of a kind not plainly and properly charge- 
able against the income taxable at rates for a preceding year shall first 
be applied against the income subject to rates for the most recent calen* 
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Jar year; but any balance thereof shall be applied against the income 
bject to the rates of the next preceding year or years until fully 
owed. 

Part II — Individuals. 
Normal Tax. 

Sec. 210. That, in lieu of the taxes imposed by subdivision (a) of 
tion 1 of the Revenue Act of 1916 and by section 1 of the Revenue 

Let of 1917, there shall be levied, collected, and paid for each taxable 
tr upon the net income of every individual a normal tax, at the fol- 

)wing rates : 

(a) For the calendar year 1918, 12 per centum of the amount of the 
rt income in excess of the credits provided in section 216: Provided, 

it in the case of a citizen or resident of the United States the rate 
m the first $4,000 of such excess amount shall be 6 per centum; 

(b) For each calendar year thereafter, 8 per centum of the amount 

of the net income in excess of the credits provided in section 216 : Pro- Surtax 
vided, That in the case of a citizen or resident of the United States 
the rate upon the first $4,000 of such excess amount shall be 4 per centum. 

Surtax. 

Sec. 211. (a) That, in lieu of the taxes imposed by subdivision (b) 
of section 1 of the Revenue Act of 1916 and by section 2 of the Revenue 
Act of 1917, but in addition to the normal tax imposed by section 210 of 
this Act, there shall be levied, collected, and paid for each taxable year 
upon the net income of every individual, a surtax equal to the sum of 
the following: 

1 per centum of the amount by which the net income exceeds $5,000 
and does not exceed $6,000; 

2 per centum of the amount by which the net income exceeds $6,000 
and does not exceed $8,000; 

3 per centum of the amount by which the net income exceeds $8,000 
and does not exceed $10,000; 

4 per centum of the amount by which the net income exceeds $10,000 
and does not exceed $12,000; 

5 per centum of the amount by which the net income exceeds $12,000 
and does not exceed $14,000; 

6 per centum of the amount by which the net income exceeds $14,000 
and does not exceed $16,000; 

7 per centum of the amount by which the net income exceeds $16,000 
and does not exceed $18,000; 

at 
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8 per centum of the amount by which the net income exceeds $18,( 
and does not exceed $20,000; 

9 per centum of the amount by which the net income exceeds $20; 
and does not exceed $22,000; 

10 per centum of the amount by which the net income exceeds $22,( 
and does not exceed $24,000; 

11 per centum of the amount by which the net income exceeds $24,( 
and does not exceed $26,000; 

12 per centum of the amount by which the net income exceeds $26,( 
and does not exceed $28,000; 

13 per centum of the amount by which the net income exceeds $28,( 
and does not exceed $30,000; 

14 per centum of the amount by which the net income exceeds $30,( 
and does not exceed $32,000; 

15 per centum of the amount by which the net income exceeds $32,( 
and does not exceed $34,000; 

16 per centum of the amount by which the net income exceeds $34,( 
and does not exceed $36,000 ; 

17 per centum of the amount by which the net income exceeds $36Ji 
and does not exceed $38,000; 

18 per centum of the amount by which the net income exceeds $38,( 
and does not exceed $40,000;' 

19 per centum of the amount by which the net income exceeds $40,( 
and does not exceed $42,000; 

20 per centum of the amount by which the net income exceeds $42,( 
and does not exceed $44,000; 

21 per centum of the amount by which the net income exceeds $44,000 
and does not exceed $46,000; 

22 per centum of the amount by which the net income exceeds $46,000 
and does not exceed $48,000; 

23 per centum of the amount by which the net income exceeds $48,000 
and does not exceed $50,000; 

24 per centum of the amount by which the net income exceeds $50,000 
and does not exceed $52,000; 

25 per centum of the amount by which the net income exceeds $52,000 
and does not exceed $54,000; | 

26 per centum of the amount by which the net income exceeds $54,000 
and does not exceed $56,000; 
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27 per centum of the amount 
does not exceed $58,000; 

28 per centum of .the amount 
does not exceed $60,000; 

29 per centum of the amount 
does not exceed $62,000; 

30 per centum of the amount 
does not exceed $64,000; 

31 per centum of the amount 
does not exceed $66,000 ; 

32 per centum of the amount 
does not exceed $68,000; 

33 per centum of the amount 
does not exceed $70,000; 

34 per centum of the amount 
does not exceed $72,000; 

35 per centum of the amount 
does not exceed $74,000 ; 

36 per centum of the amount 
does not exceed $76,000; 

37 per centum of the amount 
does not exceed $78,000; 

38 per centum of the amount 
does not exceed $80,000; 

39 per centum of the amount 
does not exceed $82,000; 

40 per centum of the amount 
does not exceed $84,000; 

41 per centum of the amount 
does not exceed $86,000; 

42 per centum of the amount 
does not exceed $88,000; 

43 per centum of the amount 
does not exceed $90,000; 

44 per centum of the amount 
does not exceed $92,000; 

45 per centum of the amount 
does not exceed $94,000; 
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46 per centum of the amount by which the net income exceeds $94J 
and does not exceed $96,000; 

47 per centum of the amount by which the net income exceeds 
and does not exceed $98,000; 

48 per centum of the amount by which the net income exceeds 
and does not exceed $100,000; 

52 per centum of the amount by which the net income ex< 
$100,000 and does not exceed $150,000; 

56 per centum of the amount by which the net income ex< 
$150,000 and does not exceed $200,000; 

60 per centum of the amount by which the net income exec 
$200,000 and does not exceed $300,000; 

63 per centum of the amount by which the net income exc 
$300,000 and does not exceed $500,000; 

64 per centum of the amount by which the net income exc 
$500,000 and does not exceed $1,000,000; 

65 per centum of the amount by which the net income ex< 
$1,000,000. 

(b) In the case of a bona fide sale of mines, oil or gas wells, 
any interest therein, where the principal value of the property has 
demonstrated by prospecting or exploration and discovery work done 
the taxpayer, the portion of the tax imposed by this section attribut 
to such sale shall not exceed 20 per centum of the selling price of 
property or interest. 

Net Income Defined. 



**. 



Sec. 212. (a) That in the case of an individual the term "net 
come" means the gross income as defined in section 213, less the dec 
tions allowed by section 214. l -~, 

(b) The net income shall be computed upon the basis of the 
payer's annual accounting period (fiscal year or calendar year, as 
case may be) in accordance with the method of accounting regul 
employed in keeping the books of such taxpayer; but if no such met 
of accounting has been so employed, or if the method employed does 
clearly reflect the income, the computation shall be made upon such 
and in such manner as in the opinion of the Commissioner does cl< 
reflect the income. If the taxpayer's annual accounting period is ot 
than a fiscal year as defined in section 200 or if the taxpayer has 
annual accounting period or does not keep books, the net income 
be computed on the basis of the calendar year. 

If a taxpayer changes his accounting period from fiscal year 
calendar yoai) from calendar year to fiscal year, or from one fiscal 
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another, the net income shall, with the approval of the Commissioner, 
computed on the basis of such new accounting period, subject to the 
visions of section 226. 

Gross Income Defined. 

Sec 213. That for the purposes of this title (except as otherwise Grog, 
rovided in section 233) the term "gross income" — income 

(a) Includes gains, profits, and income derived from salaries, wages, 
compensation for personal service (including in the case of the Presi- 
lt of the United States, the judges of the Supreme and inferior courts 
the United States, and all other officers and employees, whether elected 
appointed, of the United States, Alaska, Hawaii, or any political sub- 
Rvision thereof, or the District of Columbia, the compensation received 
such), of whatever kind and in whatever form paid, or from profes- 

ts, vocations, trades, businesses, commerce, or sales, or dealings in 
>perty, whether real or personal, growing out of the ownership or use 

or interest in such property; also from interest, rent, dividends, 

irities, or the transaction of any business carried on for gain or 
rofit, or gains or profits and income derived from any source whatever, 
le amount of all such items shall be included in the gross income for 
le taxable year in which received by the taxpayer, unless, untler methods 

accounting permitted under subdivision (b) of section 212, any such 
lounts are to be propertly accounted for as of a different period; but 

(b)Does not include the following items, which shall be exempt 
>m taxation under this title: 

(1) The proceeds of life insurance policies paid upon the death of 
le insured to individual beneficiaries or to the estate of the insured; 

(2) The amount received by the insured as a return of premium or 
remiums paid by him under life insurance, endowment, or annuity con- 

ts, either during the term or at the maturity of the term mentioned 
the contract or upon surrender of the contract ; 

(3) The value of property acquired by gift, bequest, devise, or 
>cent (but the income from such property shall be included in gross 
:ome) ; 

(^4) Interest upon (a) the obligations of a State, Territory, or 

ty political subdivision thereof, or the District of Columbia; or (b) 

irities issued under the provisions of the Federal Farm Loan Act 

July 17, 1916; or (c) the obligations of the United States or its 

►ssessions; or (d) bonds issued by the War Finance Corporation: 

*rovided, That every person owning any of the obligations, securities 

[or bonds enumerated in clauses (a), (b), (c) and (d) shall, in the 

return required by this title, submit a statement showing the number 

id amount of such obligations, securities and bonds owned by him and 

the income received therefrom, in such form and with such information 
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as the Commissioner may require. In the case of obligations of 
\ United States issued after September 1, 1917, and in the case of boi 

issued by the War Finance Corporation, the interest shall be exempt 
if and to the extent provided in the respective Acts authorizing the is 
thereof as amended and supplemented, and shall be excluded from 
income only if and to the extent it is wholly exempt from taxation 
die taxpayer both under this title and under Title III ; 

(5) The income of foreign governments received from investnn 
in the United States in stocks, bonds, or other domestic securities, o^ 
by such foreign governments, or from interest on deposits in banks 
the United States of moneys belonging to such foreign governnu 
or from any other source within the United States ; 

(6) Amounts received, through accident or health insurance 
under workmen's compensation acts, as compensation for perse 
injuries or sickness, plus the amount of any damages received whet 
by suit or agreement on account of such injuries or sickness; 

_ (7) Income derived from any public utility or the exercise of . 

FtabUe vmtw essential governmental function and accruing to any State, Territc 
utility or tn€ Di s t r i c t of Columbia, or any political subdivision of a State 
Territory, or income accruing to the government of any possession 
the United States, or any political subdivision thereof. 

Whenever any State, Territory, or the District of Columbia, 
any political subdivision of a State or Territory, prior to Septem 
8, 1916, entered in good faith into a contract with any person, 
object and purpose of which is to acquire, construct, operate, or main 
a public utility, no tax shall be levied under the provisions of this ti 
upon the income derived from the operation of such public utility, 
far as the payment thereof will impose a loss or burden upon su 
State, Territory, District of Columbia, or political subdivision; but 
provision is not intended to confer upon such person any financial 
or exemption or to relieve such person from the payment of a tax 
provided for in this title upon the part or portion of such income to 
which such person is entitled under such contract ; 

(8) So much of the amount received during, the present war by * 
person in the military or naval forces of the United States as salary or 
compensation in any form from the United States for active services is 
such forces, as does not exceed' $3,500. 

-^ (c) In the case of non-resident alien individuals, gross income 

Otoei Income includes only the gross income from sources within the United State?: 
Non-resident including interest on bonds, notes, or other interest-bearing obligations 
Aliens f residents, corporate or otherwise, dividends from resident corpora- 

tions, and including all amounts received (although paid under a con- 
tract for the sale of goods or otherwise) representing profits on the 
manufacture and disposition of goods within the United States. 
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Deductions Allowed. 

Sec. 214. (a) That in computing net income there shall be allowed 
deductions : 

(1) All the ordinary and necessary expenses paid or incurred during 
le taxable year in carrying on any trade or business, including a reason- 
>le allowance for salaries or other compensation for personal services 

lally rendered, and including rentals or other payments required to 
made as a condition to the continued use or possession, for purposes 
the trade or business, of property to which the taxpayer has not 
:en or is not taking title or in which he has no equity; 

(2) All interest paid or accrued within the taxable year on indebt- 
ess, except on indebtedness incurred or continued to purchase or 

obligations or securities (other than obligations of the United 
tates issued after September 24, 1917), the interest upon which is 
wholly exempt from taxation under this title as income to the taxpayer, 
or, in the case of a nonresident alien individual, the proportion of such 
Interest which the amount of his gross income from sources within 
the United States bears to the amount of his gross income from all 
sources within and without the United States; 

(3) Taxes paid or accrued wihin the taxable year imposed (a) by 
the authority of the United States, except income, war profits and excess- 
profits taxes; or (b) by the authority of any of its possessions, except 
tile amount of income, war profits and excess-profits taxes allowed 
as a credit under section 222; or (c) by the authority of any State or 
Territory, or any county, school district, municipality, or other taxing 
subdivision of any State or Territory, not including those assessed 
against local benefits of a kind tending to increase the value of the 

Kroperty assessed; or (d) in the case of a citizen or resident of the 
taited States, by the authority of any foreign country, except the 
•mount of income, war-profits and excess-profits taxes allowed as a 
credit under section 222; or (e) in the case of a nonresident alien 
individual, by the authority of any foreign country (except income, 
war-profits and excess-profits taxes, and taxes assessed against local 
benefits of a kind tending to increase the value of the property assessed), 
upon property or business; 

(4) Losses sustained during the taxable year and not compensated 
for by insurance or otherwise, if incurred in trade or business; 

(5) Losses sustained during the taxable year and not compensated 
/or by insurance or otherwise, if incurred in any transaction entered into 
for profit, though not connected with the trade or business; but in the 
case of a nonresident alien individual only as to such transactions within 
the United States ; 

(6) Losses sustained during the taxable year of property not con- 
nected with the trade or business (but in the case of a non-resident 
alien individual only property within the United States) if arising from 
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fires, storms, shipwreck, or other casualty, or from theft, and if 
compensated for by insurance or otherwise; 

(7) Debts ascertained to be worthless and charged off within 
taxable year; 

(8) A reasonable allowance for the exhaustion, wear and tear 
property used in the trade or business, including a reasonable allow: 
for obsolescence ; 

(9) In the case of buildings, machinery, equipment, or other faci 
ties, constructed, erected, installed, or acquired, on or after April 6, 191 
for the production of articles contributinig to the prosecution of the p 
ent war, and in the case of vessels constructed or acquired on or af 
such date for the transportation of articles or men contributing to 
prosecution of the present war, there shall be allowed a reasonable ded 
tion for the amortization of such part of the cost of such facilities 
vessels as has been borne by the taxpayer, but not again including an; 
amount otherwise allowed under this title or previous Acts of Congr 
as a deduction in computing net income. At any time within three y 
after the termination of the present war, the Commissioner may, and 
the request of the taxpayer shall, reaxamine the return, and if he th 
finds as a result of an appraisal or from other evidence that the deduc- 
tion originally allowed was incorrect, the taxes imposed by this title and 
by Title III for the year or years affected shall be redetermined ; and the 
amount of tax due upon such redetermination, if any, shall be paid upon 
notice and demand by the collector, or the amount of tax overpaid, if 
any, shall be credited or refunded to the taxpayer in accordance with 
the provisions of section 252. 

(10) In the case of mines, oil and gas wells, other natural deposits, 
and timber, a reasonable allowance for depletion and for depreciation 
of improvements, according to the peculiar conditions in each case, based 
upon cost including cost of development not otherwise deducted: Pro- 
vided, That in the case of such properties acquired prior to March 1, 
1913, the fair market value of the property (or the taxpayer's interest 
therein) on that date shall be taken in lieu of cost up to that date : Pro- 
vided further, That in the case of mines, oil and gas wells, discovered by 
the taxpayer, on or after March 1, 1913, and not acquired as the result 
of purchase of a proven tract or lease, where the fair market value of 
the property is materially disproportionate to the cost, the depletion al- 
lowance shall be based upon the fair market value of the property at 
the date of the discovery, or within 30 days thereafter; such reasonable 
allowance in all the above cases to be made under rules and regulations - 
to be prescribed by the Commissioner with the approval of the Secre- 
tary. In the case of leases the deductions allowed by this paragraph 
shall be equitably apportioned between the lessor and the lessee; 

(11) Contributions or gifts made within the taxable year to cor- j 
porations organized and operated exclusively for religious, charitable, 
scientific, or educational purposes, or for the prevention of cruelty to 
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lildren or animals, no part of the net earnings of which inures to the 
tefit of any private stockholder or individual, or to the special fund 
>r vocational rehabilitation authorized by section 7 of the Vocational 
labilitation Act, to an amount not in excess of 15 per centum of the 
_>ayei^s net income as computed without the benefit of this paragraph, 
men contributions or gifts shall be allowable as deductions only if veri- 
ied under rules and regulations prescribed by the Commissioner, with 
te approval of the Secretary. In the case of a nonresident alien indi- 
idual this deduction shall be allowed only as to contributions or gifts 
ide to domestic corporations, or to such vocational rehabilitation fund ; 

(12) (a) At the time of filing return for the taxable year 1918 a 
payer may file a claim in abatement based on the fact that he has 
sustained a substantial loss (whether or not actually realized by sale or 
other disposition) resulting from any material reduction (not due to 
temporary fluctuation) of the value of the inventory for such taxable deduction 
year, or from the actual payment after the close of such taxable year °* In J cntor y» 
«of rebates in pursuance of contracts entered into during such year upon •^ or 
sales made during such year. In such case payment of the amount of 
the tax covered by such claim shall not be required until the claim ia 
decided, but the taxpayer shall accompany his claim with a bond in 
double the amount of the tax covered by the claim, with sureties satis- 
factory to the Commissioner, conditioned for the payment of any part 
of such tax found to be due, with interest. If any part of such claim is 
disallowed then the remainder of the tax due shall on notice and demand 
by the collector be paid by the taxpayer with interest at the rate of 1 
per centum per month from the time the tax would have been due had no 
such claim been filed. If it is shown to the satisfaction of the Com- 
missioner that such substantial loss has been sustained, then in computing 
.the tax imposed by this title the amount of such loss shall be deducted 
from the net income, (b) If no such claim is filed, but it is shown to the 
satisfaction of the Commissioner that during the taxable year 1919 the 
taxpayer has sustained a substantial loss of the character above described 
then the amount of such loss shall be deducted from the net income for 
tiie taxable year 1918 and the tax imposed by this title for such year 
shall be redetermined accordingly. Any amount found to be due to the 
taxpayer upon the basis of such redetermination shall be credited or 
refunded to the taxpayer in accordance with the provisions of section 252. 

(b) In the case of a nonresident alien individual the deductions 
allowed in paragraphs (1), (4), (7), (8), (9), (10), (12), and clause 
(e) of paragraph (3), of subdivision (a) shall be allowed only if and 
to the extent that they are connected with income arising from a source 
within the United States ; and the proper apportionment and allocation 
of the deductions with respect to sources of income within and without 
the United States shall be determined under rules and regulations pre- 
scribed by the Commissioner with the approval of the Secretary. 
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Items Not Deductible. 

Sec. 215. That in computing net income no deduction shall in 
case be allowed in respect of — 

(a) Personal, living, or family expenses; 

. (b) Any amount paid out for new buildings or for permanent ii 
provements or betterments made to increase the value of any pro] 
or estate; 

(c) Any amount expended in restoring property or in making gc 
the exhaustion thereof for which an allowance is or has been made; or 

(d) Premiums paid on any life insurance policy covering the life 
any officer or employee, or of any person financially interested in 
trade or business carried on by the taxpayer, when the taxpayer 
directly or indirectly a beneficiary under such policy. 

Credits Allowed. 

'Sec. 216. That for the purpose of the normal tax only there shall 
be allowed the following credits : 

(a) The amount received as dividends from a corporation which is 
taxable under this title upon its net income, and amounts received as 
dividends from a personal service corporation out of earnings or profits 
upon which income tax has been imposed bv act of Congress; 

(b) The amount received as interest upon obligations of the United 
States and bonds issued by the War Finance Corporation, which is in- 
cluded in gross income under section 213; 

(c) In the case of a single person, a personal exemption of $1,000, or 
in the case of the head of a family or a married person living with 
husband or wife, a personal exemption of $2,000. A husband and wife 
living together shall receive but one personal exemption of $2,000 against 
their aggregate net income ; and in case they make separate returns, the 
personal exemption of $2,000 may be taken by either or divided between 
them; 

(d) $200 for each person (other than husband or wife) dependent 
upon and receiving his chief support from the taxpayer, if such depend- 
ent person is under eighteen years of age or is incapable of self-support 
because mentally or physically defective. 

(e) In the case of a nonresident alien individual who is a citizen 
or subject of a country which imposes an income tax, the credits 
allowed in subdivisions (c) and (d) shall be allowed only if such country 
allows a similar credit to citizens of the United States not residing in 
such country. 
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Nonresident Aliens— Allowance of Deductions and Credits. 

Sec. 217. That a nonresident alien individual shall receive the Non-resident 
benefit of the deductions and credits allowed in this title only by filing Aiiem 
or causing to be filed with the collector a true and accurate return of 
his total income received from all sources corporate or otherwise in 
the United States, in the manner prescribed by this title, including 
therein all the information which the Commissioner may deem neces- 
lary for the calculation of such deductions and credits; Provided, That 
the benefit of the credits allowed in subdivisions (c) and (d) of section 
216 may, in the discretion of the Commissioner, and except as otherwise 
provided in subdivision (e) of that section, be received by filing a claim 
therefor with the withholding agent In case of failure to file a return, 
the collector shall collect the tax on such income, and all property belong- 
ing to such nonresident alien individual shall be liable to distraint for 
the tax. 



Partnerships and Personal Service Corporations. 

Sec. 218. (a) That individuals carrying on business in partnership 
•hall be liable for income tax only in their individual capacity. There 
shall be included in computing the net income of each partner his dis- 
tributive share, whether distributed or not, of the net income of the 
partnership for the taxable year, or, if his net income for such taxable 
year is computed upon the basis of a period different from that upon 
the basis of which the net income of the partnership is computed, then his 
•distributive share of the net income of the partnership for any accounting 
period of the partnership ending within the fiscal or calendar year upon 
the basis of which the partner's net income is computed. 

The partner shall, for the purpose of the normal tax, be allowed as 
credits, in addition to the credits allowed to him under section 216, his 
proportionate share of such amounts specified in subdivisions (a) and 
' (b) of section 216 as are received by the partnership. 

(b) If a fiscal year of a partnership ends during a calendar year 
for which the rates of tax differ from those for the preceding calendar 
year; then (1) the rates for such preceding calendar year shall apply to 
an amount of each partner's share of such partnership net income 
equal to the proportion which the part of such fiscal year falling within 
such calendar year bears to the full fiscal year, and (2) the rates for the 
calendar year during which such fiscal year ends shall apply to the 
remainder. 

(c) In the case of an individual member of a partnership which 
makes return for a fiscal year beginning in 1917 and ending in 1918, his 
proportionate share of any excess profits tax imposed upon the partner- 
ship under the Revenue Act of 1917 with respect to that part of such 
fecal year falling in 1917, shall, for the purpose of determining the tax 
imposed by this title, be credited against that portion of the net income 
embraced in his personal return for the taxable year 1918 to which the 
rates for 1917 apply. 
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(d) The net income of the partnership shall be computed in the 
same manner and on the same basis as provided in section 212, except 
that the deduction provided in paragraph (11) of subdivision (a) of 
section 214 shall not be allowed. 

(e) Personal service corporations shall not be subject to taxation 
under this title, but the individual stockholders thereof shall be taxed 
in the same manner as the members of partnerships. All the provisions 
of this title relating to partnerships and the members thereof shall so far 
as practicable apply to personal service corporations and the stock- 
holders thereof: Provided, That for the purpose of this subdivision 
amounts distributed by a personal service corporation during its taxable 
year shall be accounted for by the distributees; and any portion of the 
net income remaining undistributed at the close of its taxable year 
shall be accounted for by the stockholders of such corporation at the 
close of its taxable year in proportion to their respective shares. 
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Estates and Trusts. 

Sec. 219. (a) That the tax imposed by sections 210 and 211 shall 
apply to the income of estates or of any kind of property held in trust, 
including — 

(1) Income received by estates of deceased persons during the 
period of administration or settlement of the estate; 

(2) Income accumulated in trust for the benefit of unborn or unas- 
certained persons or persons with contingent interests; 

(3) Income held for future distribution under the terms of the will 
or trust; and 

(4) Income which is to be distributed to the beneficiaries period- 
ically, whether or not at regular intervals, and the income collected by 
a guardian of an infant to be held or distributed as the court may 
direct. 

(b) The fiduciary shall be responsible for making the return of 
income for the estate or trust for which he acts. The net income of 
the estate or trust shall be computed in the same manner and on the 
same basis as provided in section 212, except that there shall also be 
allowed as a deduction (in lieu of the deduction authorized by paragraph 
(11) of subdivision (a) of section (214) any part of the gross income 
which, pursuant to the terms of the will or deed creating the trust, 
is during the taxable year paid to or permanently set aside for the 
United States, any State, Territory, or any political subdivision thereof, 
or the District of Columbia, or any corporation organized and operated 
exclusively for religious, charitable, scientific, or educational purposes, 
or for the prevention of cruelty to children or animals, no part of the 
net earnings of which inures to the benefit of any private stockholder 
or individual; and in cases under paragraph (4) of subdivision (a) of 
this section the fiduciary shall include in the return a statement of each 
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beneficiary's distributive share of such net income, whether or not 
distributed before the close of the taxable year for which the return 
is made. 

(c) In cases under paragraph (1), (2), or (3) of subdivision (a) 
the tax shall be imposed upon the net income of the estate or trust and 
shall be paid by*the fiduciary, except that in determining the net income 
of the estate of any deceased person during the period of administration 
or settlement there may be deducted the amount of any income properly 
paid or credited to any legatee, heir or other beneficiary. In such cases 
the estate or trust shall, for the purpose of the normal tax, be allowed 
the same credits as are allowed to single persons under section 216. 

(d) In cases under paragraph (4) of subdivision (a), and in the 
case of any income of an estate during the period of administration or 
settlement permitted by subdivision (c) to be deducted from the net 
income upon which tax is to be paid by the fiduciary, the tax shall not 
be paid by the fiduciary, but there shall be included in computing the net 
income of each beneficiary his distributive share, whether distributed 
or not, of the net income of the estate or trust for the taxable year, 
or, if his net income for such taxable year is computed upon the basis 
of a period different from that upon the basis of which the net income 
of the estate or trust is computed, then his distributive share of the 
net income of the estate or trust for any accounting period of such 
estate or trust ending within the fiscal or calendar year upon the basis 
of which such beneficiary's net income is computed. In such cases the 
beneficiary shall, for the purpose of the normal tax, be allowed as 
credits in addition to the credits allowed to him under section 216, his 
proportionate share of such amounts specified in subdivision (a) and 
(b) of section 216 as are received by the estate or trust. 

Profits of Corporations Taxable to Stockholders. 

Sec. 220. That if any corporation, however created or organized, 
is formed or availed of for the purpose of preventing the imposition 
of the surtax upon its stockholders or members through the medium 
of permitting its gains and profits to accumulate instead of being 
divided or distributed, such corporation shall not be subject to the 
tax imposed by section 230, but the stockholders or members thereof 
shall be subject to taxation under this title in the same manner as pro- 
vided in subdivision (e) of section 218 in the case of stockholders of a 
personal service corporation, except that the tax imposed by Title III 
shall be deducted from the net income of the corporation before the 
computation of the proportionate share of each stockholder or member. 
The fact that any corporation is a mere holding company, or that the 
gains and profits are permitted to accumulate beyond the reasonable 
needs of the business, shall be prima facie evidence of a purpose to 
escape the surtax; but the fact that the gains and profits are in any 
case permitted to accumlate and become surplus shall not be construed 
as evidence of a purpose to escape the tax in such case unless the Com- 
missioner certifies that in his opinion such accumulation is unreason- 
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able for the purposes of the business. When requested by the CoxnJ 
missioner, or any collector, every corporation shall forward to him q 
correct statement of such gains and profits and the names and addresseij 
of the individuals or shareholders who would be entitled to the samej 
if divided or distributed, and of the amounts that would be payable] 
to each. 

Payment of Tax at Source. 

Sec. 221. (a) That all individuals, corporations and partnerships, 
in whatever capacity acting, including lessees or mortgagors of real or 
personal property, fiduciaries, employers, and all officers and employees^ 
of the United States, having the control, receipt, custody, disposal, or 
payment, of interest, rent, salaries, wages, premiums, annuities, compen- 
sations, remunerations, emoluments, or other fixed or determinable 
annual or periodical gains, profits, and income, of any nonresident alien 
individual (other than income received as dividends from a corporation 
which is taxable under this title upon its net income) shall (except in the 
cases provided for in subdivision (b) and except as otherwise provided 
in regulations prescribed by the Commissioner under section 217) deduct 
and withhold from such annual or periodical gains, profits, and income 
a tax equal to 8 per centum thereof; Provided, That the Commissioner 
may authorize such tax to be deducted and withheld from the interest 
upon any securities the owners of which are not known to the with- 
holding agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or 
other similar obligations of a corporation contain a contract or pro- 
vision by which the obligor agrees to pay any portion of the tax 
imposed by this title upon the obligee, or to reimburse the obligee for 
any portion of the tax, or to pay the interest without deduction for any 
tax which the obligor may be required or permitted to pay thereon or 
to retain therefrom under any law of the United States, the obligor 
shall deduct and withhold a tax equal to 2 per centum of the interest 
upon such bonds, mortgages, deeds of trust, or other obligations, 
whether such interest is payable annually or at snorter or longer periods 
and whether payable to a nonresident alien individual or to an individual 
citizen or resident of the United States or to a partnership; Proznded, 
That the Commissioner may authorize such tax to be deducted and 
withheld in the case of interest upon any such bonds, mortgages, deeds 
of trust or other obligations, the owners of which are not known to 
the withholding agent. Such deduction and withholding shall not be 
required in the case of a citizen or resident entitled to receive such 
interest, if he files with the withholding agent on or before February 1, 
a signed notice in writing claiming the benefit of the credits provided in 
subdivisions (c) and (d) of section 216; nor in the case of a non- 
resident alien individual if so provided for in regulations prescribed by 
the Commissioner under section 217. 

(c) Every individual, corporation, or partnership required to deduct 
and withhold any tax under this section shall make return thereof on 
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before March first of each year and shall on or before June 15th 
y the tax to the official of the United States Government authorized to 
eive it Every such individual, corporation, or partnership is hereby 
de liable for such tax and is hereby indemnified against the claims 
d demands of any individual, corporation, or partnership for the 
ount of any payments made in accordance with the provisions of this 
section. 

(d) Income upon which any tax is required to be withheld at the 
Source under this section shall be included in the return of the recipient 
of such income, but any amount of tax so withheld shall be credited 
against the amount of income tax as computed in such return. 

(e) If any tax required under this section to be deducted and 
withheld is paid by the recipient of the income, it shall not be re- 
collected from the withholding agent; nor in cases in which the tax is 
so paid shall any penalty be imposed upon or collected from the recipient 
of the income or the withholding agent for failure to return or pay 
the same, unless such failure was fraudulent and for the purpose of 
evading payment. 

Credit for Taxes. 

Sec. 222. (a) That the tax computed under Part II of this title 
shall be credited with: 

(1) In the case of a citizen of the United States, the amount of 
any income, war-profits and excess-profits taxes paid during the taxable 
year to any foreign country, upon income derived from sources therein, 
or to any possession of the United States; and 

(2) In the case of a resident of the United States, the amount of 
any such taxes paid during the taxable year to any possession of the 
United States; and 

(3) In the case of an alien resident of the United States who is a 
citizen or subject of a foreign country, the amount of any such taxes paid 
during the taxable year to such country, upon income derived from 
sources therein, if such country, in imposing such taxes, allows a similar 
credit to citizens of the United States residing in such country; and 

(4) In the case of any such individual who is a member of a part- 
nership or a beneficiary of an estate or trust, his proportionate share of 
such taxes of the partnership or the estate or trust paid during the 
taxable year to a foreign country or to any possession of the United 
States, as the case may be. 

(b) If accrued taxes when paid differ from the amounts claimed 
as credits by the taxpayer, or if any tax paid is refunded in whole or in 
part, the taxpayer shall notify the Commissioner who shall redetermine 
the amount of the tax due under Part II of this title for the year or 
years affected, and the amount of tax due upon such redetermination, if 
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any, shall be paid by the taxpayer upon notice and demand by the 
lector, or the amount of tax overpaid, if any, shall be credited or 
funded to the taxpayer in accordance wi^th the provisions of section 
In the case of such a tax accrued but not paid, the Commissioner 
condition precedent to the allowance of this credit may require the 
payer to give a bond with sureties satisfactory to and to be appro v< 
the Commissioner in such penal sum as the Commissioner may reqt 
conditioned for the payment by the taxpayer of any amount of tax f( 
due upon any such redetermination; and the bond herein prescrij 
shall contain such further conditions as the Commissioner may reqt 

(c) These credits shall be allowed only if the taxpayer furnis 
evidence satisfactory to the Commissioner showing the amount of 
come derived from sources within such foreign country or such poss 
sion of the United States, and all other information necessary for 
computation of such credits. 



Returns 



Individual 



Partnership 



Fiduciary 



Individual Returns. 

Sec. 223. That every individual having a net income for the 
able year of $1,000 or over if single or if married and not living wij 
husband or wife, or of $2,000 or over if married and living with husba 
or wife, shall make under oath a return stating specifically the items 
his gross income and the deductions and credits allowed by this til 
If a husband and wife living together have an aggregate net income 
$2,000 or over, each shall make such a return unless the income of e; 
is included in a single joint return. 

If the taxpayer is unable to make his own return, the return si 
be made by a duly authorized agent or by the guardian or other per* 
charged with the care of the person or property of such taxpayer. 

Partnership Returns. 

Sec. 224. That every partnership shall make a return for ea 
taxable year, stating specifically the items of its gross income and 
deductions allowed by this title, and shall include in the return the m 
and addresses of the individuals who would be entitled to share in 
net income if distributed and the amount of the distributive share oi 
each individual. The return shall be sworn to by any one of the partnei 

Fiduciary Returns. 

Sec. 225. That every fiduciary (except receivers appointed by a* 
thority Of law in possession of part only of the property of an individ* 
ual) shall make under oath a return for the individual, estate or trust 
for which he acts (1) if the net income of such individual is $1,000 or 
over if single or if married and not living with husband or wife, or 
$2,000 or over if married and living with husband or wife, or (2) if the 
net income of such estate or trust is $1,000 or over or if any beneficiary 
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1 such estate or trust is a nonresident alien, stating specifically the items 
the gross income and the deductions and credits allowed by this title. 

nder such regulations as the Commissioner with the approval of the 
etary may prescribe, a return made by one of two or more joint 

uciaries and filed in the office of the collector of the district where 
inch fiduciary resides shall be a sufficient compliance with the above 
requirement The fiduciary shall make oath that he has sufficient knowl- 
edge of the affairs of such individual, estate or trust to enable him to 
make the return, and that the same is, to the best of his knowledge and 
belief, true and correct. 

Fiduciaries required to make returns under this Act shall be subject 
to all the provisions of this Act which apply to individuals. 

Returns When Accounting Period Changed. 

Sec. 226. That if a taxpayer, with the approval of the Commis- 
sioner, changes the basis of computing net income from fiscal year to 
calendar year a separate return shall be made for the period between 
the close of the last fiscal year for which return was made and the fol- 
lowing December 31. If the change is from calendar year to fiscal 
year, a separate return shall be made for the period between the close 
of the last calendar year for which return was made and the date desig- 
nated as the close of the fiscal year. If the change is from one fiscal 
year to another fiscal year a separate return shall be made for the period 
between the close of the former fiscal year and the date designated as 
the close of the new fical year. If a taxpayer making his first return 
for income tax keeps his accounts on the basis of a fiscal year he shall 
make a separate return for the period between the beginning of the 
calendar year in which such fiscal year ends and- the end of such fiscal 
year. 

In all of the above cases the net income shall be computed on the 
basis of such period for which separate return is made, and the tax shall 
be paid thereon at the rate for the calendar year in which such period is 
included ; and the credits provided in subdivisions (c) and (d) of section 
216 shall be reduced respectively to amounts which bear the same ratio 
to the full credits provided in such subdivisions as the number of months 
n such period bears to twelve months. 



Changes in 
Accounting 
Period 



Time and Place For Filing Returns. 

Sec. 227. (a) That returns shall be made on or before the fifteenth 
day of the third month following the close of the fiscal year, or, if the 
itturn is made on the basis of the calendar year, then the return shall be 
■ade on or before the fifteenth day of March. The Commissioner may 
pant a reasonable extension of time for filing returns whenever in his 
judgment good cause exists and shall keep a record of every such exten- 
sion and the reason therefor. Except in the case of taxpayers who are 
abroad, no such extension shall be for more than six months. 
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(b) Returns shall be made to the collector for the district in whil 
is located the legal residence or principal place of business of the persi 
making the return, or, if he has no legal residence or principal place 
business in the United States, then to the collector at Baltimore, Ma] 
land. 

Understatement in Returns. 

Sec. 228. That if the collector or deputy collector has reason tc 
believe that the amount of any income returned is understated, he shall 
give due notice to the taxpayer making the return to show cause whj 
the amount of the return should not be increased, and upon proof oi 
the amount understated, may increase the same accordingly. Such tax- 
payer may furnish sworn testimony to prove any relevant facts and ii 
dissatisfied with the decision of the collector may appeal to the Com- 
missioner for his decision, under such rules of procedure as may be 
prescribed by the Commissioner with the approval of the Secretary. 



Normal Tax 



Part III — Corporations. 

Tax on Corporations. 

Sec. 230. (a) That, in lieu of the taxes imposed by section 10 of the 
Revenue Act of 1916, as amended by the Revenue Act of 1917, and by 
section 4 of the Revenue Act of 1917, there shall be levied, collected, 
and paid for each taxable year upon the net income of every corporation 
a tax at the following rates: 

(1) For the calendar year 1918, 12 per centum of the amount ol 
the net income in excess of the credits provided in section 236 ; and 

(2) For each calendar year thereafter, 10 per centum of such excess 
amount 

(b) For the purposes of the Act approved March 21, 1918, entitled 
"An Act to provide for the operation of transportation systems while 
under Federal control, for the just compensation of their owners and 
for other purposes," five-sixths of the tax imposed by paragraph (1) of 
subdivision (a) and four-fifths of the tax imposed by paragraph (2) 
of subdivision (a) shall be treated as levied by an Act in amendment 
of Title I of the Revenue Act of 1917. 



Conditional and Other Exemptions. 

_, . Sec. 231. That the following organizations shall be exempt fr< 

*? emp * # . taxation under this title— 

Organizations 

(1) Labor, agricultural, or horticultural organizations; 

(2) Mutual savings banks not having a capital stock represenl 
by shares; 
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(3) Fraternal beneficiary societies, orders, or associations, (a) 
operating under the lodge system or for the exclusive benefit of the 
members of a fraternity itself operating under the lodge system, and (b) 
providing for the payment of life, sick, accident, or other benefits to the 
members of such society, order, or association or their dependents; 

(4) Domestic building and loan associations and cooperative banks 
without capital stock organized and operated for mutual purposes and 
(without profit; 

(5) Cemetery companies owned and operated exclusively for the 
benefit of their members; 

(6) Corporations organized and operated exclusively for religious, 
charitable, scientific or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings of which 
inures to the benefit of any private stockholder or individual; 

(7) Business leagues, chambers of commerce, or boards of trade, 
not organized for profit and no part of the net earnings of which inures 
to the benefit of any private stockholder or individual; 

(8) Civic leagues or organizations not organized for profit but 
operated exclusively for the promotion of social welfare; 

(9) Clubs organized and operated exclusively for pleasure, recre- 
ation, and other non -profitable purposes, no part of the net earnings of 
which inures to the benefit of any private stockholder or member; 

(10) Farmers' or other mutual hail, cyclone, or fire insurance com- 
panies, mutual ditch or irrigation companies, mutual or cooperative 
telephone companies, or like organizations of a purely local character, 
the income of which consists solely of assessments, dues, and fees col- 
lected from members for the sole purpose of meeting expenses ; 

(11) Farmers', fruit growers', or like associations, organized and 
. ;rated as sales agents for the purpose of marketing the products of 
lembers and turning back to them the proceeds of sales, less the neces- 

y selling expenses, on the basis of the quantity of produce furnished 
them; 

(12) Corporations organized for the exclusive purpose of holding 
title to property, collecting income therefrom, and turning over the 
entire amount thereof, less expenses, to an organization which itself 
k exempt from the tax imposed by this title ; ' 

(13) Federal land banks and national farm -loan associations as 
provided in section 26 of the Act approved July 17, 1916, entitled "An 
Act to provide capital for agricultural development, to create standard 
forms of investment based upon farm mortgage, to equalize rates of 
interest upon farm loans, to furnish a market for United States bonds, 
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to create Government depositaries and financial agents for the Uni^ 
States, and for other purposes"; 

(14) Personal service corporations. 

Net Income Defined. 

Sec. 232. That in the case of a corporation subject to the tax il 
posed by section 230 the term "net income" means the gross income l 
defined in section 233 less the deductions allowed by section 234, ail 
the net income shall be computed on the same basis as is provided j 
subdivision (b) of section 212 or in section 226. 

Gross Income Defined. 

Sec. 233. (a) That in the case of a corporation subject to the til 
imposed by section 230 the term "gross income" means the gross incoia 
as defined in section 213, except that: 

(1) In the case of life insurance companies there shall not be il 
eluded in gross income such portion of any actual premium receive 
from any individual policyholder as is paid back or credited to c 
treated as an abatement of premium of such policyholder within ti 
taxable year. 

(2) Mutual marine insurance companies shall include in gross il 
come the gross premiums collected and received by them less amounl 
paid for reinsurance. 

(b) In the case of a foreign corporation gross income includes onl 
the gross income from sources within the United States, including th 
interest on bonds, notes, or other interest-bearing obligations of res 
dents, corporate or otherwise, dividends from resident corporation; 
aiii including all amounts received (although paid under a contract fc 
the sale of goods or otherwise) representing profits on the mani 
facture and disposition of goods within the United States. 



Deductions 



Business 
Expenses 



Deductions Allowed. 

Sec. 234. (a) That in computing the net income of a corporatio 
subject to the tax imposed by section 230 there shall be allowed as d< 
ductions : 

(1) All the ordinary and necessary expenses paid or incurred dm 
ing the taxable year in carrying on any trade or business, includinig 
reasonable allowance for salaries or other compensation for person; 
services actually rendered, and including rentals or other payments n 
quired to be made as a condition to the continued use or possession o 
property to which the corporation has not taken or is not taking titl 
or in which it has no equity; 
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(2) All interest paid or accrued within the taxable year on its in- 
debtedness, except on indebtedness incurred or continued to purchase 
or carry obligations or securities (other than obligations of the United 
States issued after September 24, 1917) the interest upon which is wholly 
exempt from taxation under this title as income to the taxpayer, or, 
in the case of a foreign corporation, the proportion of such interest 
which the amount of its gross income from sources within the United 
States bears to the amount of its gross income from all sources within 
and without the United States; 

(3) Taxes paid or accrued within the taxable year imposed (a) by 
the authority of the United States, except income, war profits and ex- 
cess-profits taxes; or (b) by the authority of any of its possessions, 
except the amount of income, war profits and excess-profits taxes al- 
lowed as a credit under section 238; or (c) by the authority of any 
State or Territory, or any county, school district, municipality, or other 
taxing subdivision of any State or Territory, not including those as- 
sessed against local benefits of a kind tending to increase the value of 
the property assessed; or (d) in the case of a domestic corporation, by 

I the authority of any foreign country, except the amount of income, war- 
profits and excess-profits taxes allowed as a credit under section 238; 
or (e) in the case of a foreign corporation, by the authority of any 
foreign country (except income, war-profits and excess-profits taxes, 
and taxes assessed against local benefits of a kind tending to increase 
the value of the property assessed), upon the property or business: 
Prozrided, That in the case of obligors specified in subdivision (b) of 
section 221 no deduction for the payment of the tax imposed by this 
title or any other tax paid pursuant to the contract or provision referred 
to in that subdivision, shall be allowed ; 

(4) Losses sustained during the taxable year and not compensated 
for by insurance or otherwise; 

(5) Debts ascertained to be worthless and charged off within the 
taxable year; 

(6) Amounts received as dividends from a corporation which is 
taxable under this title upon its net income, and amounts received as 
dividends from a personal service corporation out of earnings or profits 
upon which income tax has been imposed by Act of Congress; 

J (7) A reasonable allowance for the exhaustion, wear and tear of 
property used in the trade or business, including a reasonable allowance 
for obsolescence ; 

(8) In the case of buildings, machinery, equipment, or other facili- 
ities, constructed, erected, installed, or acquired, on or after April 6, 
1 1917, for the production of articles contributing to the prosecuion of 
the present war, and in the case of vessels constructed or acquired on or 
>ftcr such date for the transportation of articles or men contributing 
to the prosecution of the present war, there shall be allowed a reason- 
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able deduction for the amortization of such part of the cost of st 
facilities or vessels as has been borne by the taxpayer, but not 
including any amount otherwise allowed under this title or previo 
acts of Congress as a deduction in computing net income. At any.Jii 
within three years after the termination of the present war the 
missioner may, and at the request of the taxpayer shall, reexamine 
return, and if he then finds as a result of an appraisal or from ot 
evidence that the deduction originally allowed was incorrect, the t« 
imposed by this title and by Title III for the year or years affectt 
shall be redetermined ; and the amount of tax due upon - such n " 
termination, if any, shall be paid upon notice and demand by the c( 
lector, or the amount of tax overpaid, if any, shall be credited or it 
funded to the taxpayer in accordance with the provisions of section ~~ 

(9) In the case of mines, oil and gas wells, other natural deposi 
and timber, a reasonable allowance for depletion and for depreciati 
of improvements, according to the peculiar conditions in each ca 
based upon cost including cost of development not otherwise deducted 
Provided, That in the case of such properties acquired prior to Ma 
1, 1913, the fair market value of the property (or the taxpayer's inter 
therein) on that date shall be taken in lieu of cost up to that da 
Provided further, That in the case of mines, oil and gas wells, d 
covered by the taxpayer, on or after March 1, 1913, and not acquir 
as the result of purchase of a proven tract or lease, where the fall 
market value of the property is materially disproportionate to the co 
the depletion allowance shall be based upon the fair market value o 
the property at the date of the discovery, or within 30 days thereafter; 
such reasonable allowance in all the above cases to be made under rules 
and regulations to be prescribed by the Commissioner with the approval 
of the Secretary. In the case of leases the deductions allowed by this 
paragraph shall be equitably apportioned between the lessor and lessee; 

(10) In the case of insurance companies, in addition to the above: 
(a) The net addition required by law to be made within the taxable 
year to reserve funds (including in the case of assessment insurance 
companies the actual deposit of sums with State or Territorial officer* 
pursuant to law as additions to guarantee or reserve funds) ; and (b) 
the sums other than dividends paid within the taxable year on policy 
and annuity contracts; 

(11) In the case of corporations issuing policies covering life, 
health, and accident insurance combined in one policy issued on the 
weekly premium payment plan continuing for life and not subject to 
cancellation, in addition to the above, such portion of the net addition 
(not required by law) made within the taxable year to reserve funds 
as the Commissioner finds to be required for the protection of the 
holders of such policies only; 

(12) In the case of mutual marine insurance companies, there shall 
be allowed, in addition to the deductions allowed in paragraphs (1) to 
(10), inclusive, amounts repaid to policyholders on account of premiums 
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previously paid by them, and interest paid upon such amounts between 
the ascertainment and the payment thereof ; 

(13) In the case of mutual insurance companies (other than mutual 
life or mutual marine insurance companies) requiring their members 
to make premium deposits to provide for losses and expenses, there 
shall be allowed, in addition to the deductions allowed in paragraphs 
(1) to (10), inclusive, (unless otherwise allowed under such para- 
graphs) the amount of premium deposits returned to their policyholders 
and the amount of premium deposits retained for the payment of losses, 
expenses, and reinsurance reserves; 

(14) (a) At the time of filing return for the taxable year 1918 a R C( j uct j on of 
taxpayer may file a claim in abatement based on the fact that he has i nventory 
sustained a substantial loss (whether or not actually realized by sale etc for ^g 
or other disposition) resulting from any material reduction (not due 

to temporary fluctuation) of the value of the inventory for such taxable 
year, or from the actual payment after the close of such taxable year 
of rebates in pursuance of contracts entered into during such year 
upon sales made during such year. In such case payment of the 
amount of the tax covered by such claim shall not be required until the 
claim is decided, but the taxpayer shall accompany his claim with a 
bond in double the amount of the tax* covered by the claim, with sureties 
satisfactory to the Commissioner, conditioned for the payment of any 
part of such tax found to be due, with interest. If any part of such 
claim is disallowed then the remainder of the tax due shall on notice 
and demand by the collector be paid by the taxpayer with interest at 
the rate of 1 per centum per month from the time the tax would have 
been due had no such claim been filed. If it is shown to the satisfac- 
tion of the Commissioner that such substantial loss has been sustained, 
then in computing the taxes imposed by this title and by Title III the 
amount of such loss shall be deducted from the net income, (b) If no 
such claim is filed, but it is shown to the satisfaction of the Com- 
missioner that during the taxable year 1919 the taxpayer has sustained 
a substantial loss of the character above described then the amount of 
such loss shall be deducted from the net income for the taxable year 
1918 and the taxes imposed by this title and by Title III for such year 
shall be redetermined accordingly. Any amount found to be due to 
the taxpayer upon the basis of such redetermination shall be credited 
or refunded to the taxpayer in accordance with the provisions of sec- 
tion 252. 

(b) In the case of a foreign corporation the deductions allowed in Deduction of 
subdivision (a), except those allowed in paragraph (2) and in clauses Foreign 
(a), (b), and (c) of paragraph (3), shall be allowed only if and to Corporations 
tbe extent that they are connected with income arising from a source 
within the United States ; and the proper apportionment and allocation 
of the deductions with respect to sources of income within and with- 
out the United States shall be determined under rules and regulations 
prescribed by the Commissioner with the approval of the Secretary. 
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Items Not Deductible. 

Sec 235. That in computing net income no deduction shall in . 
case be allowed in respect of any of the items specified in section 215. 
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Credits Allowed. 

Sec. 236. That for the purpose only of the tax imposed by s< 
230 there shall be allowed the following credits: 

(a) The amount received as interest upon obligations of the Ui 
States and bonds issued by the War Finance Corporation, which 
included in gross income under section 233; 

(b) The amount of any taxes imposed by Title III for the 
taxable year : Provided, That in the case of a corporation which m 
return for a fiscal year beginning in 1917 and ending in 1918, in co: 
puting the tax as provided in subdivision (a) of section 205, the 
computed for the entire period under Title II of the Revenue Act 
1917 shall be credited against the net income computed for the en 
period under Title I of the Revenue Act of 1916 as amended by 
Revenue Act of 1917 and under Title I of the Revenue Act of 1917 f 
and the tax computed for the entire period under Tide III of this Act 
at the rates prescribed for the calendar year 1918 shall be credited! 
against the net income computed for the entire period under this 
title; and 

(c) In the case of a domestic corporation, $2,000. 

Payment of Tax at Source. 

Sec. 237. That in the case of foreign corporations subject to tax- 
ation under this title not engaged in trade or business within the United 
States and not having any office or place of business therein, there 
shall be deducted and withheld at the source in the same manner and 
upon the same items of income as is provided in section 221 a tax 
equal to 10 per centum thereof, and such tax shall be returned and 
paid in the same manner and subject to the same conditions as pro- 
vided in that section: Provided, That in the case of interest described 
in subdivision (b) of that section the deduction and withholding shall 
be at the rate of 2 per centum. 

Credit For Taxes. 

Sec. 238. (a) That in the case of a domestic corporation the total 
taxes imposed for the taxable year by this title and by Title III shall be 
credited with the amount of any income, war-profits, and excess-profits 
taxes paid during the taxable year to any foreign country, upon income 
derived from sources therein, or to any possession of the United States. 

If accrued taxes when paid differ from the amounts claimed as 
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redits by the corporation, or if any tax paid is refunded in whole or in 
the corporation shall at once notify the Commissioner who shall 
etermine the amount of the taxes due under this title and under 
itle III for the year or years affected* and the amount of taxes due 
n such redetermination, if any, shall be paid by the corporation upon 
tice and demand by the collector, or the amount of taxes overpaid, 
any, shall be credited or refunded to the corporation in accordance 
the provisions of section 252. In the case of such a tax accrued 
t not paid, the Commissioner as a condition precedent to the allow- 
ce of this credit may require the corporation to give a bond with sure- 
satisfactory to and to be approved by him in such penal sum as he 
nay require, conditioned for the payment by the taxpayer of any amount 
of taxes found due upon any such redetermination ; and the bond herein 
prescribed shall contain such further conditions as the Commissioner 
nay require. 

(b) This credit shall be allowed only if the taxpayer furnishes evi- 
dence satifactory to the Commissioner showing the amount of income 
derived from sources within such foreign country or such possession 
of the United States, as the case may be, and all other information nec- 
essary for the computation of such credit. 

(c) If a domestic corporation makes a return for a fiscal year be- 
ginning in 1917 and ending in 1918, only that proportion of this credit 
shall be allowed which the part of such period within the calendar year 
1918 bears to the entire period. 

Corporation Returns. 

Sec. 239. That e*ery corporation subject to taxation under this 
title and every personal service corporation shall make a return, stat- Returni 
ing specifically the items of its gross income and the deductions and 
credits allowed by this title. The return shall be sworn to by the 
president, vice-president, or other principal officer and by the treas- 
urer or assistant treasurer. If any foreign corporation has no office or 
place of business in the United States but has an agent in the United 
States, the return shall be made by the agent. In cases where re- 
ceivers, trustees in bankruptcy, or assignees are operating the property 
or business of corporations, such receivers, trustees, or assignees shall 
make returns for such corporations in the same manner and form as 
corporations are required to make returns. Any tax due on the basis 
of such returns made by receivers, trustees, or assignees shall be col- 
lected in the same manner as if collected from the corporations of whose 
business or property they have custody and control. 

Returns made under this section shall be subject to the provisions 
of sections 226 and 228. 

( When return is made under section 226 the credit provided in sub- 
division (c) of section 236 shall be reduced to an amount which bears 

121 



i 



HE I N C O M 



the same ratio to the full credit therein provided as the number j 
months in the period for which such return is made bears to tw< 
months. 

Consolidated Returns. 

Sec. 240. (a) That corporations which are affiliated within 
Consolidated meaning of this section shall, under regulations to be prescribed 
Returni the Commissioner with the approval of the Secretary, make a 

solidated return of net income and invested capital for the purpc 
of this title and Title III, and the taxes thereunder shall be comj 
and determined upon the basis of such return: Provided, That thl 
shall be taken out of such consolidated net income and invested capit 
the net income and invested capital of any such affiliated corporate 
organized after August 1, 1914, and not successor to a then existij 
business, 50 per centum or more of whose gross income consists 
gains, profits, commissions, or other income, derived from a gov* 
ment contract or contracts made between April 6, 1917, and Noveml 
11, 1918, both dates inclusive. In such case the corporation so take 
out shall be separately assessed on the basis of its own invested capit 
and net income and the remainder of such affiliated group shall be 
sessed on the basis of the remaining consolidated invested capital 
net income. 

In any case in which a tax is assessed upon the basis of a conso 
dated return, the total tax shall be computed in the first instance as 
unit and shall then be assessed upon the respective affiliated corpo 
tions in such proportions as may be agreed upon among them, or, i 
the absence of any such agreement, then on the basis of the net inco 
properly assignable to each. There shall be allowed in computing 
income tax only one specific credit of $2,000 (as provided in sectio 
236) ; in computing the war-profits credit (as provided in section 311 
only one specific exemption of $3,000; and in computing the exces 
pofits credit (as provided in section 312) only one specific exempti 
of $3,000. 

(b) For the purpose of this section two or more domestic cor- 
porations shall be deemed to be affiliated (1) if one corporation owril 
directly or controls through closely affiliated interests or by a nomined 
or nominees substantially all the stock of the other or others, or (2) 
if substantially all the stock of two or more corporations is owned or 
controlled by the same interests. 

(c) For the purposes of section 238 a domestic corporation which \ 
owns a majority of the voting stock of a foreign corporation shall 
be deemed to have paid the same proportion of any income, war-profits j 
and excess-profits taxes paid (but not including taxes accrued) by 
such foreign corporation during the taxable year to any foreign country r 
or to any possession of the United States upon income derived from , 
sources without the United States, which the amount of any dividends i 
(not deductible under section 234) received by such domestic corpora- 
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from such foreign corporation during the taxable year bears to 
total taxable income of such foreign corporation upon or with 
ct to which such taxes were paid: Provided, That in no such 
ue shall the amount of the credit for such taxes exceed the amount 
E such dividends (not deductible under section 234) received by such 
omestic corporation during the taxable year. 






Time and Place for Filing Returns, 



Sec. 241. (a) That returns of corporations shall be made at the 
bme time as is provided in subdivision (a) of section 227. 

I (b) Returns shall be made to the collector of the district in which 
located the principal place of business or principal office or agency 
the corporation, or, if it has no principal place of business or prin- 
le office or agency in the United States, then to the collector at 
timore, Maryland. 



Time 



Place 



I Part IV — Administrative Provisions. 

Payment of Taxes. 

Sec. 250. (a) That except as otherwise provided in this section 
and sections 221 and 237 the tax shall be paid in four installments, 
tach consisting of one-fourth of the total amount of the tax. The 
first installment shall be paid at the time fixed by law for filing the 
return, and the second installment shall be paid on the fifteenth day 
[of the third month, the third installment on the fifteenth day of the 
sixth month, and the fourth installment on the fifteenth day of the 
ninth month, after the time fixed by law for filing the return. Where 
an extension of time for filing a return is granted the time for pay- 
ment of the first installment shall be postponed until the date of the 
expiration of the period of the extension, but the time for payment of 
the other installments shall not be postponed unless the Commissioner 
«o provides in granting the extension. In any case in which the time 
for the payment of any installment is at the request of the taxpayer 
thus postponed, there shall be added as part of such installment interest 
thereon at the rate of 5^ of 1 per centum per month from the time it 
would have been due if no extension had been granted, until paid. If 
any installment is not paid when due, the whole amount of the tax 
unpaid shall become due and payable upon notice and demand by the 
collector. 

The tax may at the option of the taxpayer be paid in a single pay- 
ment instead of in installments, in which case the total amount shall 
be paid on or before the time fixed by law for filing the return, or, 
where an extension of time for filing the return has been granted, on or 
before the expiration of the period of such extension. 

(b) As soon as practicable after the return is filed, the Commis- 
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sioner shall examine it. If it then appears that the correct amount j 
the tax is greater or less than that shown in the return, the installm< 
shall be recomputed. If the amount already paid exceeds that wl 
should have been paid on the basis of the installments as recomput 
the excess so paid shall be credited against the subsequent installmt 
and if the amount already paid exceeds the correct amount of the 
the excess shall be credited or refunded to the taxpayer in accord; 
with the provisions of section 252. 

If the amount already paid is less than that which should 
been paid, the difference shall, to the extent not covered by any cre< 
then due to the taxpayer under section 252, be paid upon notice 
demand by the collector. In such case if the return is made in gc 
faith and the understatement of the amount in the return is not d| 
to any fault of the taxpayer, there shall be no penalty because of si 
understatement. If the understatement is due to negligence on 
part of the taxpayer, but without intent to defraud, there shall 
added as part of the tax 5 per centum of the total amount of the 
ficiency, plus interest at the rate of 1 per centum per month on 
amount of the deficiency of each installment from the time the 
stallment was due. 

If the understatement is false or fraudulent with intent to eva 
the tax, then, in lieu of the penalty provided by section 3176 of 
Revised Statutes, as amended, for false or fraudulent returns wilf 
made, but in addition to other penalties provided by law for false 
fraudulent returns, there shall 'be added as part of the tax 50 
centum of the amount of the deficiency. 



isedj 



(c) If the return is made pursuant to section 3176 of the Revis~, 
Statutes as amended, the amount of tax determined to be due underj 
such return shall be paid upon notice and demand by the collector. 

(d) Except in the case of false or fraudulent returns with intent 
to evade the tax, the amount of tax due under any return shall be 
determined and assessed by the Commissioner within five years after 
the return was due or was made, and no suit or proceeding for the 
collection of any tax shall be begun after the expiration of five years 
after the date when the return was due or was made. In the case of 
such false or fraudulent returns, the amount of tax due may be deter- 
mined at any time after the return is filed, and the tax may be collected 
at any time after it becomes due. 

(e) If any tax remains unpaid after the date when it is due, and 
for ten days after notice and demand by the collector, then, except 
in the case of estates of insane, deceased, or insolvent persons, there shall 
be added as part of the tax the sum of 5 per centum on the amount 
due but unpaid, plus interest at the rate of 1 per centum per month 
upon such amount from the time it became due : Provided, That as 
to any such amount which is the subject of a bona fide claim for abate- 
ment such sum of 5 per centum shall not be added and the interest from 
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time the amount was due until the claim is decided shall be at the 
te of Y* of 1 per centum per month. 

In the case of the first installment provided for in subdivision (a) 
instructions printed on the return shall be deemed sufficient notice 
. the date when the tax is due and sufficient demand, and the tax- 
Iyer's computation of the tax on the return shall be deemed sufficient 
)tice of the amount due. 

(f) In any case in which in order to enforce payment of a tax it 
necessary for a collector to cause a warrant of distraint to be served, 

lere shall also be added as part of the tax the sum of $5. 

(g) If the Commissioner finds that a taxpayer designs quickly to 
ipart from the United States or to remove his property therefrom, 

to conceal himself or his property therein, or to do any other act 
iding to prejudice or to render wholly or partly ineffectual proceed- 
Igs to collect the tax for the taxable year then last past or the taxable 
bar then current unless such proceedings be brought without delay, 
le Commissioner shall declare the taxable period for such taxpayer 
trminated at the end of the calendar month then last past and shall 
mse notice of such finding and declaration to be given the taxpayer, 
)gether with a demand for immediate payment of the tax for the 
ixable period so declared terminated and of the tax for the preceding 
:able year or so much of said tax as is unpaid, whether or not the time 
terwise allowed by law for filing return and paying the tax has 
:pired; and such taxes shall thereupon become immediately due and 
lyable. In any action or suit brought to enforce payment of taxes 
lade due and payable by virtue of the provisions of this subdivision 
le finding of the Commissioner, made as herein provided, whether 
lade after notice to the taxpayer or not, shall be for all purposes 
•esumptive evidence of the taxpayer's design. A taxpayer who is not 
default in making any return or paying income, war profits, or ex- 
sss-profits tax under any Act of Congress may furnish to the United 
States, under regulations to be prescribed by the Commissioner with 
'te approval of the Secretary, security approved by the Commissioner 
tat he will duly make the return next thereafter required to be filed 
id pay the tax next thereafter required to be paid. The Commis- 
lioner may approve and accept in like manner security for return and 
Payment of taxes made due and payable by virtue of the provisions of 
this subdivision, provided the taxpayer has paid in full all other income, 
war profits, or excess-profits taxes due from him under any Act of 
Congress. If security is approved and accepted pursuant to the provi- 
sions of this subdivision and such further or other security with respect 
to the tax or taxes covered thereby is given as the Commissioner shall 
from time to time find necessary and require, payment of such taxes 
shall not be enforced by any proceedings under the provisions of this 
subdivision prior to the expiration of the time otherwise allowed for 
paying such respective taxes. 



Taxpayer 
Doing Act 
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Receipts for Taxes. 

Sec 251. That every collector to whom any payment of anyj 
is made under the provisions of this title shall upon request give to] 
person making such payment a full written or printed receipt, st 
the amount paid and the particular account for which such pa] 
was made; and whenever any debtor pays taxes on account of 
ments made or to be made by him to separate creditors the coll< 
shall, if requested by such debtor, give a separate receipt for the 
paid on account of each creditor in such form that the debtor can 
veniently produce such receipts separately to his several creditors! 
satisfaction of their respective demands up to the amounts stated] 
the receipts; and such receipt shall be sufficient evidence in favor! 
such debtor to justify him in withholding from his next payment] 
his creditor the amount therein stated ; but the creditor may, upon gn 
to his debtor a full written receipt acknowledging the payment to 
of any sum actually paid and accepting the amount of tax paid 
aforesaid (specifying the same) as a further satisfaction of the 
to that amount, require the surrender to him of such collector's receipt 



Tax 



Refunds. 

Sec. 252. That if, upon examination of any return of income 
pursuant to this Act, the Act of August 5, 1909, entitled "An Act 
provide revenue, equalize duties, and encourage .the industries of 
United States, and for other purposes," the Act of October 3, 191 
entitled "An Act to reduce tariff duties and to provide revenue for 
Government, and for other purposes," the Revenue Act of 1916, 
amended, or the Revenue Act of 1917, it appears that an amount 
income, war profits or excess-profits tax has been paid in excess 
that properly due, then, notwithstanding the provisions of section 31 
of the Revised Statutes, the amount of the excess shall be credit* 
against any income, war profits or excess-profits taxes, or installme 
thereof, then due from the taxpayer under any other return, and at 
balance of such excess shall be immediately refunded to the taxpayer: 
Provided, That no such credit or refund shall be allowed or made afte 
five years from the date when the return was due, unless before 
expiration of such five years a claim therefor is filed by the taxpayer. 



Penalties 
Refund of 



Penalties, 

Sec. 253. That any individual, corporation, or partnership required 
under this f tie to pay or collect any tax, to make a return or to supply 
information, who fails to pay or collect such tax, to make such return, 
or to supply such information at the time or times required under this 
title, shall be liable to a penalty of not more than $1,000. Any in- 
dividual, corporation, or partnership, or any officer or employee of any 
corporation or member or employee of a partnership, who wilfully 
refuses to pay or collect such tax, to make such return, or to supply 
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:h information at the time or times required under this title, or who 
[fully attempts in any manner to defeat or evade the tax imposed 
this title, shall be guilty of a misdemeanor and shall be fined not 
>re than $10,000 or imprisoned for not more than one year, or both, 
jether with the costs of prosecution. 

Returns of Payments of Dividends. 

Sec. 254. That every corporation subject to the tax imposed by 9 

is title and every personal service corporation shall, when required Stockholders 

the Commissioner, render a correct return duly verified under oath, Llsts 
f its payments of dividends, stating the name and address of each 
tockholder, the number of snares owned by him, and the amount of 
dividends paid to him. 

Returns of Brokers, 

Sec. 255. That every individual, corporation, or partnership doing 
business as a broker shall, when required by the Commissioner, render a Return by 
correct return duly verified under oath, under such rules and regula- Broker of 
tions as the Commissioner, with the approval of the Secretary, may Names of 
prescribe, showing the names of customers for whom such individual, Customers 
corporation, or partnership has transacted any business, with such de- 
tails as to the profits, losses, or other information which the Commis- 
sioner may require, as to each of such customers, as will enable the 
Commissioner to determine whether all income tax due on profits or 
gains of such customers has been paid. 

Information at Source. 

Sec. 256. That all individuals, corporations, and partnerships, in _ , rmM ^ oa 
whatever capacity acting, including lessees or mortgagors of real or ^ Source 
personal property, fiduciaries, and employers, making payment to an- a e 
other individual, corporation, or partnership, of interest, rent, salaries, 
wages, premiums, annuities, compensations, remunerations, emoluments, 
I or other fixed, or determinable gains, profits, and income (other than 
i payments described in sections 254 and 255), of $1,000 or more in any 
taxable year, or, in the case of such payments made by the United 
States, the officers or employees of the United States having informa- 
tion as to such payments and required to make returns in regard thereto 
by the regulations hereinafter provided for, shall render a true and 
accurate return to the Commissioner, under such regulations and in 
such form and manner and to such extent as may be prescribed by him 
with the approval of the Secretary, setting forth the amount of such 
gains, profits, and income, and the name and address of the recipient 
of such payment. 

Such returns may be required, regardless of amounts, (1) in the 
case of payments of interest upon bonds, mortgages, deeds of trust, 
or other similar obligations of corporations, and (2) in the case of 
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collections of items (not payable ia the United States) of interest 
the bonds of foreign countries and interest upon the bonds of 1 
dividends from foreign corporations by individuals, corporations 
partnerships, undertaking as a matter of business or for profit 
collection of foreign payments of such interest or dividends by — ' 
of coupons, checks, or bills of exchange. 

When necessary to make effective the provisions of this sectioi 
name and address of the recipient of income shall be furnished 
demand of the individual, corporation, or partnership paying the in< 

The provisions of this section shall apply to the calendar year 
and each calendar year thereafter, but shall not apply to the pa] 
of interest on obligations of the United States. 

Returns to be Public Records. 

Sec. 257. That returns upon which the tax has been determj 
by the Commissioner shall constitute public records; but they shall 
open to inspection only upon order of the President and under 
and regulations prescribed by the Secretary and approved by the Pj 
dent: Provided, That the proper officers of any State imposing | 
income tax may, upon the request of the governor thereof, have 
to the returns of any corporation, or to an abstract thereof shoi 
the name and income of the corporation, at such times and in 
manner as the Secretary may prescribe: Provided further, That, 
bona fide stockholders of record owning 1 per centum or more of 
outstanding stock of any corporation shall, upon making request of 
Commissioner, be allowed to examine the annual income returns of 
corporation and of its subsidiaries. Any stockholder who pursuant] 
the provisions of this section is allowed to examine the return of 
corporation, and who makes known in any manner whatever not 
vided by law the amount or source of income, profits, losses, expei 
tures, or any particular thereof, set forth or disclosed in any such 
turn, shall be guilty of a misdemeanor and be punished by a fine 
exceeding $1,000, or by imprisonment not exceeding one year, or hot 

The Commissioner shall as soon as practicable in each year ca1 
to be prepared and made available to public inspection in such m; 
as he may determine, in the office of the collector in each int< 
revenue district and in such other places as he may determine, ti 
containing the names and the post-office addresses of all individi 
making income-tax returns in such district. 



Publication of Statistics. 

Sec. 258. That the Commissioner, with the approval of the Sec- 
Statistics retary, shall prepare and publish annually statistics reasonably available 
Published with respect to the operation of the income, war profits and excess- 
profits tax laws, including classifications of taxpayers and of income, 
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ie amounts allowed as deductions, exemptions, and credits, and any 
ler facts deemed pertinent and valuable. 

Collection of Foreign Items. 

Sec. 259. That all individuals, corporations, or partnerships under- 
taking as a matter of business or for profit the collection of foreign 
yments of interest or dividends by means of coupons, checks, or 
ills of exchange shall obtain a license from the Commissioner and 
11 be subject to such regulations enabling the Government to obtain 
e information required under this title as the Commissioner, with the 
proval of the Secretary, shall prescribe; and whoever knowingly 
dertakes to collect such payments without having obtained a license 
therefor, or without complying with such regulations, shall be guilty 
of a misdemeanor and shall be fined not more than $5,000, or impris- 
oned for not more than one year, or both. 

Citizens of United States Possessions. 

Sec. 260. That any individual who is a citizen of any possession 
of the United States (but hot otherwise a citizen of the United States) 
d who is not a resident of the United States, shall be subject to 
tion under this title only as to income derived from sources within 
e United States, and in such case the tax shall be computed and paid 
the same manner and subject to the same conditions as in the case 
f other persons who are taxable only as to income derived from 
inch sources. 

Porto Rico and Philippine Islands. 

Sec. 261. That in Porto Rico and the Philippine Islands the in- 
come tax shall be levied, assessed, collected, and paid in accordance 
with the provisions of the Revenue Act of 1916 as amended. 

Returns shall be made and taxes shall be paid under Title I of 

wch Act in Porto Rico or the Philippine Islands, as the case may be, 

by (1) every individual who is a citizen or resident of Porto Rico or 

Jhe Philippine Islands or derives income from sources therein, and (2) 

every corporation created or organized in Porto Rico or the Philippine 

Islands or deriving income from sources therein. An individual who 

is neither a citizen nor a resident of Porto Rico or the Philippine 

Islands but derives income from sources therein, shall be taxed in 

Porto Rico or the Philippine Islands as a nonresident alien individual, 

and a corporation created or organized outside Porto Rico or the 

Philippine Islands and deriving income from sources therein shall be 

taxed in Porto Rico or the Philippine Islands as a foreign corporation. 

| For the purposes of section 216 and of paragraph (6) of subdivision 

|T (a) of section 234 a tax imposed in Porto Rico or the Philippine Islands 

I upon the net income of a corporation shall not be deemed to be a tax 

I tinder this title. 

129 




Collector 
of Foreign 
Items to 
Obtain 
License 



Citizens of 
U. S. Posses- 
sions 



Porto Rico 
and Philip- 
pines Taxed 
Under Rev- 
enue Act 
of 1916 



H 



N 



M 



The Porto Rican or Philippine Legislature shall have power 
due enactment to amend, alter, modify, or repeal the income tax h 
in force in Porto Rico or the Philippine Islands, respectively. 



Advisory 
Tax Board 



TITLE XIII.— GENERAL ADMINISTRATIVE PROVISION^ 

(Relating to the Income Tax.) 

i 

(d) (1) There is hereby created a board to be known as the "4 
visory Tax Board," hereinafter called the Board, and to be compos 
of not to exceed six members to be appointed by the Commissioner wi 
the approval of the Secretary. The Board shall cease to exist at tj 
expiration of two years after the passage of this Act, or at such earli 
time as the Commissioner with the approval of the Secretary ml 
designate. 



Legislative 

Drafting 

Service 



(2) The Commissioner may, and on the request of any taxpaj 
directly interested shall, submit to the Board any question relating 
the interpretation or administration of the income, war-profits or exces 
profits tax laws, and the Board shall report its findings and recomnn 
aations to the Commissioner. 

(3) The Board shall have its office in the Bureau of Internal Re vend 
in the District of Columbia. * * * * ^ 

(4) The Board shall have the power to summon witnesses, takj 
testimony, administer oaths and to require any person to produce book* 
papers, documents, or other data relating to any matter under invest* 
gation by the Board. Any member of the Board may sign subpoena 
and members and employees of the Bureau of Internal Revenue desia 
nated to assist the Board, when authorized by the Board, may administd 
oaths, examine witnesses, take testimony and receive evidence. 

Sec. 1303. (a) That there is hereby created a Legislative Draftii 
Service under the direction of two draftsmen, one of whom shall 
appointed by the President of the Senate, and one by the Speaker oi 
the House of Representatives, without reference to political afliliatk 
and solely on the ground of fitness to perform the duties of the office: 



(b) The Drafting Service shall aid in drafting public bills and reso- 
lutions or amendments thereto on the request of any committee of 
either House of Congress, but the Library Committee of the Senate 
and the Library Committee of the House of Representatives, respec- 
tively, may determine the preference, if any, to be given to such requests 
of the committees of either House, respectively. The draftsmen shall, 
from time to time, prescribe rules and regulations for the conduct of 
the work of the service for the committees of each House, subject to 
the approval of the Library Committee of each House, respectively. 
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Sec 1305. That all administrative, special, or stamp provisions of 
iw, imcluding the law relating to the assessment of taxes, so far as 
>plicable, are hereby extended to and made a part of this Act, and 
r ery person liable to any tax imposed by this Act, or for the collection 
lereof, shall keep such records and render, under oath, such state- 
tents and returns, and shall comply with such regulations as the Com- 
lissioner, with the approval of the Secretary, may from time to time 
■escribe. 

Whenever in the judgment of the Commissioner necessary he may 
cquire any person, by notice served upon him, to make a return or 
nch statements as he deems sufficient to show whether or not such 
erson is liable to tax. 

The Commissioner, for the purpose of ascertaining the correctness of 
my return or for the purpose of making a return where none has been 
de, is hereby authorized, by any revenue agent or inspector desig- 

ted by him for that purpose, to examine any books, papers, records 
memoranda bearing upon the matters required to be included in the 

urn, and may require the attendance of the person rendering the 

.urn or of any officer or employee of such person, or the attendance 
h any other person having knowledge in the premises, and may take 
Jus testimony with reference to the matter required by law to be included 
in such return, with power to administer oaths to such person or persons. 



| Sec. 1307. That in all cases where the method of collecting the tax 
mposed by this Act is not specifically provided in this Act, the tax shall 
|be collected in such manner as the Commissioner, with the approval of 
Jhe Secretary, may prescribe. 
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Sec 1309. That the Commissioner, with the approval of the Secre- 
tary, is hereby authorized to make all needful rules and regulations for 
fee enforcement of the provisions of this Act. 



Sec 1313. That in the payment of any tax under this Act not pay- 
able by stamp a fractional part of a cent shall be disregarded unless it 
amounts to one-half cent or more, in which case it shall be increased to 
1 cent. 

Sec. 1314. That collectors may receive, at par with an adjustment 
for accrued interest, certificates of indebtedness issued by the United 
States and uncertified checks in payment of income, war-profits and 
excess-profits taxes and any other taxes payable other than by stamp, 
during such time and under such regulations as the Commissioner, with 
tbe approval of the Secretary, shall prescribe ; but if a check so received 
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is not paid by the bank on which it is drawn the person by whom i 
check has been tendered shall remain liable for the payment of the 
and for all legal penalties and additions the same as if such check 
not been tendered. 



Sec. 1316. (a) That section 3220 of the Revised Statutes is hen 
amended to read as follows: 






"Sec. 3220. The Commissioner of Internal Revenue, subject to re, 
lations prescribed by the Secretary of the Treasury, is authorized 
remit, refund, and pay back all taxes erroneously or illegally asses: 
or collected, all penalties collected without authority, and all taxes t 
appear to be unjustly assessed or excessive in amount, or in any mam 
wrongfully collected; also to repay to any collector or deputy colled 
the full amount of such sums of money as may be recovered again 
him in any court, for any internal revenue taxes collected by him, w 
the cost and expenses of suit; also all damages and costs recover 
against any assessor, assistant assessor, collector, deputy collector, age 
or inspector, in any suit brought against him by reason of anythi 
done in the due performance of his official duty, and shall make repo 
to Congress at the beginning of each regular session of Congress of 
transactions under this section." 

(b) Section 3225 of the Revised Statutes of the United States 
hereby amended to read as follows : 

"Sec. 3225. When a second assessment is made in case of any 
statement, or return, which in the opinion of the collector or dept 
collector was false or fraudulent, or contained any understatement 
undervaluation, such assessment shall not be remitted, nor shall 
collected under such assessment be refunded, or paid back, or recovei 
by any suit, unless it is proved that such list, statement, or return 
not wilfully false or fraudulent and did not contain any willful und< 
statement. or undervaluation." 

(c) That the paragraph of section 3689 of the Revised Statutes, a^ 
amended, reading as follows : 

"Refunding taxes illegally collected (internal revenue) : To reft 
and pay back duties erroneously or illegally assessed or collected und< 
the internal-revenue laws" is repealed from and after June 30, 1920; ad 
the Secretary of the Treasury shall submit for the fiscal year 1921, an< 
annually thereafter, an estimate of appropriations to refund and paj 
back duties or taxes erroneously or illegally assessed or collected under 
the internal-revenue laws, and to pay judgments, including interest and 
costs, rendered for taxes or penalties erroneously or illegally assessed of 
collected under the internal-revenue laws. 

Sec. 1317. That sections 3164, 3165, 3167, 3172, 3173, and 3176 of the 
Revised Statutes as amended are hereby amended to read as follows : 
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"Sec. 3164. It shall be the' duty of every collector of internal revenue 
iving knowledge of any willful violation of any law of the United 

tes relating to the revenue, within thirty days after coming into pos- 
ision of such knowledge, to file with the district attorney of the district 

which any fine, penalty, or forfeiture may be incurred, a statement 
>f all the facts and circumstances of the case within his knowledge, 
igether with the names of the witnesses, setting forth the provisions of 
tw believed to be so violated on which reliance may be had for con- 

ination or conviction. 

"Sec. 3165. Every collector, deputy collector, internal-revenue agent, 
id internal-revenue officer assigned to duty under an internal-revenue 
;ent, is authorized to administer oaths and to take evidence touching 
ly part of the administration of the internal-revenue laws with which 
is charged, or where such oaths and evidence are authorized by law 
ir regulation authorized by law to be taken. 

"Sec. 3167. It shall be unlawful for any collector, deputy collector, 
igent, clerk, or other officer or employee of the United States to divulge 
or to make known in any manner whatever not provided by law to any 

erson the operations, style of work, or apparatus of any manufacturer 

r producer visited by him in the discharge of his official duties, or the 
ount or source of income, profits, losses, expenditures, or any par- 

icular thereof, set forth or disclosed in any income return, or to permit 
any income return or copy thereof or any book containing any abstract 
or particulars thereof to be seen or examined by any person except as 
provided by law; and it shall be unlawful for any person to print or 
publish in any manner whatever not provided by law any income return, 
or any part thereof or source of income, profits, losses, or expenditures 
appearing in any income return; and any offense against the foregoing 
provision shall be a misdemeanor and be punished by a fine not exceed- 
ing $1,000 or by imprisonment not exceeding one year, or both, at the 
discretion of the court; and if the offender be an officer or employee 
of the United States he shall be dismissed from office or discharged 
from employment. 

"Sec. 3172. Every collector shall, from time to time, cause his depu- 
ties to proceed through every part of his district and inquire after and 
concerning all persons therein who are liable to pay any internal-revenue 
tax, and all persons owning or having the care and management of any 
objects liable to pay any tax, and to make a list of such persons and 
enumerate said objects. 

"Sec 3173. It shall be the duty of any person, partnership, firm, 
association, or corporation, made liable to any duty, special tax, or other 
tax imposed by law, when not otherwise provided for, (1) in case of 
a special tax, on or before the thirty-first day of July in each year, and 
(2) in other cases before the day on which the taxes accrue, to make a 
fist or return, verified by oath, to the collector or a deputy collector of 
the district where located, of the articles or objects, including the quan- 
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tity of goods, wares, and merchandise, made or sold and charged 
a tax, the several rates and aggregate amount, according to the fo: 
and regulations to be prescribed by the Commissioner of Internal R 
enue, with the approval of the Secretary of the Treasury, for w 
such person, partnership, firm, association, or corporation is lia 
Provided, That if any person liable to pay any duty or tax, or ownii 
possessing, or having the care or management of property, goods, wa 
and merchandise, article or objects liable to pay any duty, tax or lice 
shall fail to make and exhibit a list or return required by law, but s 
consent to disclose the particulars of any and all the property, goo 
wares, and merchandise, articles, and objects liable to pay any d 
or tax, or any business or occupation liable to pay any tax as afores 
then, and in that case, it shall be the duty of the collector or dep 
collector to make such list or return, which, being distinctly read, coi 
sented to, and signed and verified by oath by the person so owni 
possessing, or having the care and management as aforesaid, may 
received as the list of such person: Provided further, That in case 
annual list or return has been rendered by such person to the collect 
or deputy collector as required by law, and the person shall be abs 
from his or her residence or place of business at the time the collect 
or a deputy collector shall call for the annual list or return, it shall 
the duty of such collector or deputy collector to leave at such place 
residence or business, with some one of suitable age and discretion, 
such be present, otherwise to deposit in the nearest post office, a n 
or memorandum addressed to such person, requiring him or her 
render to such collector or deputy collector the list or return requin 
by law within ten days from the date of such note or memorand 
verified by oath. And if any person, on being notified or required 
aforesaid, shall refuse or, neglect to render such list or. return wi 
the time required as aforesaid, or whenever any person who is requin 
to deliver a monthly or other return of objects subject to tax fails to 
so at the time required, or delivers any return which, in the opinion oi 
the collector, is erroneous, false, or fraudulent, or contains any und 
valuation or understatement, or refuses to allow any regularly author- 
ized Government officer to examine the books of such person, firm, 
corporation, it shall be lawful for the collector to summon such pers 
or any other person having possession, custody, or care of books o: 
account containing entries relating to the business of such person or 
any other person he may deem proper, to appear before him and produce 
such books at a time and place named in the summons, and to give testi- 
mony or answer interrogatories, under oath, respecting any objects or 
income liable to tax or the returns thereof. The collector may summon 
any person residing or found within the State or Territory in which his j 
district lies; and when the person intended to be summoned does not 
reside and can not be found within such State or Territory, he may enter 
any collection district where such person may be found and there make 
the examination herein authorized. And to this end he may there exer- 
cise all the authority which he might lawfully exercise in the district for 
which he was commissioned: Provided, That 'person/ as used in this 
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pction, shall be construed to include any corporation, joint-stock com- 
ply or association, or insurance company where such construction is 
jteessary to carry out its provisions. 

"Sec. 3176. If any person, corporation, company, or association fails 
6 make and file a return or list at the time prescribed by law or by 
egulation made under authority of law, or makes, willfully or otherwise, 
i false or fraudulent return or list, the collector or deputy collector 
hall make the return or list from his own knowledge and from such 
nformation as he can obtain through testimony or otherwise. In any such 
ase the Commissioner may, from his own knowledge and from such 
iiformation as he can obtain through testimony or otherwise, make a 
fcturn or amend any return made by a collector or deputy collector, 
by return or list so made and subscribed by the Commissioner, or by a 
tollector or deputy collector and approved by the Commissioner, shall be 
jrima facie good and sufficient for all legal purposes. 

"If the failure to file a return or list is due to sickness or absence, 
toe collector may allow such further time, not exceeding thirty days, 
for making and filing the return or list as he deems proper. 

"The Commissioner of Internal Revenue shall determine and assess 
ill taxes, other than stamp taxes, as to which returns or lists are so 
Bade under the provisions of this section. In case of any failure to 
jnake and file a return or list within the time prescribed by law, or 
prescribed by the Commissioner of Internal Revenue or the collector 
b pursuance of law, the Commissioner of Internal Revenue shall add 
to the tax 25 per centum of its amount, except that when a return is 
fled after such time and it is shown that the failure to file it was due 
to a reasonable cause and not to willful neglect, no such addition shall 
lie made to the tax. In case a false or fraudulent return or list is will- 
fully made, the Commissioner of Internal Revenue shall add to the tax 
50 per centum of its amount 

"The amount so added to any tax shall be collected at the same time 
tod in the same manner and as part of the tax unless the tax has been 
fctid before the discovery of the neglect, falsity, or fraud, in which case 
be amount so added shall be collected in the same manner as the tax." 

Sec. 1318. That if any person is summoned under this Act to appear, 
to testify, or to produce books, papers or other data, the district court 
of the United States for the district in which such person resides shall 
bve jurisdicion by appropriate process to compel such attendance, testi- 
mony, or production of books, papers, or other data. 

The district courts of the United States at the instance of the United 
States are hereby invested with such jurisdicion to make and issue, both 
a actions at law and suits in equity, writs and orders of injunction, and 
of ne exeat republica, orders appointing receivers, and such other orders 
tod process, and to render such judgments and decrees, granting in 
proper cases both legal and equitable relief together, as may be necessary 
or appropriate for the enforcement of the provisions of this Act The 
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remedies hereby provided are in addition to and not exclusive of 
and all other remedies of the United States in such courts or othen 
to enforce such provisions. 



Liberty 
Bonds aa 
Undertaking 



Sec. 1320. That wherever by the laws of the United States or re* 

tions made pursuant thereto, any person is required to furnish 

recognizance, stipulation, bond, guarantee, or undertaking, hereinaJ 

called "penal bond," with surety or sureties, such person may, in li 

of such surety or sureties, deposit as security with the official havi 

authority to approve such penal bond, United States Liberty bonds 

other bonds of the United States in a sum equal at their par value to 

amount of such penal bond required to be furnished, together with 

agreement authorizing such official to collect or sell such bonds 

deposited in case of any default in the performance of any of the coi 

ditions or stipulations of such penal bond. The acceptance of sac 

United States bonds in lieu of surety or sureties required by law sh< 

have the same force and effect as individual or corporate sureties, 

certified checks, bank drafts, post-office money orders, or cash, for 

penalty or amount of such penal bond. The bonds deposited hereundc 

and such other United States bonds as may be substituted therefor froi 

time to time as such security, may be deposited with the Treasurer, 01 

an Assistant Treasurer of the United States, a Government depositoi 

Federal Reserve bank, or member bank, which shall issue receipt thei 

for, describing such bonds so deposited. As soon as security for 

performance of such penal bond is no longer necessary, such bom 

so deposited, shall be returned to the depositor: Provided, That in a 

a person or persons supplying a contractor with labor or material 

provided by the Act of Congress, approved February 24, 1905 (33 Stat 

811), entitled "An Act to amend an Act approved August thirteen! 

eighteen hundred and ninety-four, entitled 'An Act for the protection ol 

persons furnishing materials and labor for the construction of public! 

works,'" shall file with the obligee, at any time after a default in the] 

performance of any contract subject to said Acts, the application and 

affidavit therein provided, the obligee shall not deliver to the obligor the J 

deposited bonds nor any surplus proceeds thereof until the expiration 

of the time limited by said Acts for the institution of suit by such person 

or persons, and, in case suit shall be instituted within such time, shall 

hold said bonds or proceeds subject to the order of the court having 

jurisdiction thereof: Provided further, That nothing herein contained 

shall affect or impair the priority of the claim of the United States 

against the bonds deposited or any right or remedy granted by said Acts 

or by this section to the United States for default upon any obligation 

of said penal bond: Provided further, That all laws inconsistent with 

this action are hereby so modified as to conform to the provisions hereof: 

And provided further, That nothing contained herein shall affect the 

authority of courts over the security, where such bonds are taken as 

security in judicial proceedings, or the authority of any administrative 

officer of the United States to receive United States bonds for security 
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cases authorized by existing laws. The Secretary may prescribe rules 
A regulations necessary and proper for carrying this section into 
feet. 

TITLE XIV.— GENERAL PROVISIONS. 

' (Relating to the Income Tax.) 

Sec 1400. (a) That the following parts of Acts are hereby repealed, 
ibject to the limitations provided in subdivision (b) : 

i (1) The following titles of the Revenue Act of 1916: 

(Title I (called "Income Tax"); 

' * * * * * * * 

(3) The following titles of the Revenue Act of 1917 : 
Title I (called "War Income Tax") ; 

* * * * * * * 

Title X (called "Administrative Provisions") ; 
Title XII (called "Income-Tax Amendments"). 

(b) Such parts of Acts shall remain in force for the assessment and 
collection of all taxes which have accrued thereunder, and for the impo- 
sition and collection of all penalties or forfeitures which have accrued 
•nd may accrue in relation to any such taxes, and except that the unex- 
pended balance of any appropriation heretofore made and now avail- 
able for the administration of any such part of on Act shall be avail- 
able for the administration of this Act or the corresponding pro- 
vision thereof: Provided, That, except as otherwise provided in this 
Act, no taxes shall be collected under Title I of the Revenue Act of 
1916 as amended by the Revenue Act of 1917, or Title I or II of the 
Revenue Act of 1917, in respect to any period after December 31, 1917. 

* * * * * * * 

In the case of any tax imposed by any part of an Act herein repealed, 
if there is a tax imposed by this Act in lieu thereof, the provision im- 
posing such tax shall remain in force until the corresponding tax under 
this Act takes effect under the provisions of this Act 

Title I of the Revenue Act of 1916 as amended by the Revenue Act of 
1917 shall remain in force for the assessment and collection of the income 
tax in Porto Rico and the Philippine Islands, except as may be otherwise 
provided by their respective legislatures. 

******* 

Sec. 1402. That if any clause, sentence, paragraph, or part of this 
Act shall for any reason be adjudged by any court of competent juris- 
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such judgment shall not affect, impair, or invali- 
f this Act, but shall be confined in its operation to 
paragraph, or part thereof directly involved in the 

such judgment has been rendered. 



is Act may be cited as the 'Revenue Act of 1916.' 



lis Act may be cited as the 'Revenue Act of 1917.' 
S Act may be cited as the "Revenue Act of 1918." 



ery person who on or after April 6, 1917, has en- 
act, undertaking, or agreement, with the United 
department, bureau, officer, commission, board, or 
lited States or acting in its behalf, or with any 
contract relations with the United States, for the 
vork or the supplying of any materials or property 
ir the account of the United States, shall, within 
:quest of the Commissioner therefor, file with the 
and correct copy of every such contract, under- 



imply with such request of the Commissioner shall 
icanor and shall be punished by a fine of not more 
' not more than one year, or both. 



shall (when not violative of the technical military 
e Government) have access to all information and 
such contract, undertaking, or agreement, in the 
custody of any department, bureau, board, agency, 
of the United States, and may call upon any such 
sard, agency, officer or commission for a full state- 
of any allowance for amortisation, obsolescence, 
Dr of any valuation, appraisal, adjustment or final 
pursuance of any such contract, undertaking, or 
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ALABAMA (Includes Mississippi) 
John D. McNeel, Birmingham. 

ALASKA (ISee Washington) 

ARIZONA (See New Mexico) 

ARKANSAS 

Jack Walker, Little Rock. 

CALIFORNIA (First District includes Nevada) 
First District — Justus S. Wardell, San Francisco. 
Sixth District — John P. Carter, Los Angeles. 

COLORADO (Includes Wyoming) 
| Mark A. Skinner, Denver. 

CONNECTICUT (Includes Rhode Island) 
■ James J. Walsh, Hartford. 

DELAWARE (See Maryland) 

FLORIDA 

James M. Cathcart, Jacksonville. 

GEORGIA 

Aaron O. Blalock, Atlanta. 

HAWAII 

Howard Hathaway. 

IDAHO (See Montana) 

ILLIONIS 

First District — Julius F. Smietanka, Chicago. 
Fifth District— Edward D. McCabe, Peoria. 
Eighth District — John L. Pickering, Springfield. 
Thirteenth District— John M. Rapp, E. St Louis. 
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INDIANA 

Sixth Districts-Peter J. Kruyer, Indianapolis. 
Seventh District — Isaac R. Strouse, Terre Haute, 

IOWA 

Louis Murphy, Dubuque. 

KANSAS 

William H. L. Pepperell, Wichita. 

KENTUCKY 

Second District — Josh T. Griffith, Owensboro. 

Fifth District — J. Rogers Gore (Acting Collector), Louisville. 

Sixth District — Charlton B. Thompson, Covington. 

Seventh District — Elwood Hamilton, Lexington. 

Eighth District — John W. Hughes, Danville. 

LOUISIANA 

John Y. Fauntleroy, New Orleans. 

MAINE (See New Hampshire) 

MARYLAND 

Joshua W\ Miles, Baltimore. 

District of Maryland consists of the following named territory: Thl 
States of Maryland and Delaware, the District of Columbia, and thf 
counties of Accomac and Northampton of the State of Virginia. 

MASSACHUSETTS 

John F. Malley, Boston. 

MICHIGAN 

First District — James J. Brady, Detroit. 

Fourth District — Emanuel J. Doyle, Grand Rapids. 

MINNESOTA 

Edward J, Lynch, St. Paul. 

MISSISSIPPI (See Alabama). 

MISSOURI 

First District — George H. Moore, St Louis. 
Sixth District — George F. Crutchley, Kansas City. 

* 

MONTANA (Includes Utah and Idaho) 
William C. Whaley, Helena. 

NEBRASKA 

George L. Loomis, Omaha. 
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:VAI>A (See First District, California) 

-W HAMPSHIRE (Includes Maine and Vermont) 
Seth. W. Jones, Portsmouth. 

IW JERSEY 
First District — Samuel Iredell, Camden. 
Fifth District — Charles V. Duffy, Newark. 

IW MEXICO (Includes Arizona) 
Alfred Franklin, Phoenix. 

:w YORK 

First District — Bertram Gardner (Acting Collector), Brooklyn. 
Second District — William H. Edwards, Custom House, New York. 
Third District — Mark Eisner, 1150 Broadway, New York. 
Fourteenth District — Roscoe Irwin, Albany. 
Twenty-first District — Neal Brewster, Syracuse. 
Twenty-eighth District — Vincent H. Riordan, Buffalo. 

NORTH CAROLINA 

Fourth District — Josiah W. Bailey, Raleigh. 
Fifth District— Alston D. Watts, Statesville. 

NORTH AND SOUTH DAKOTA 

James Coffey, Aberdeen, South Dakota. 

OHIO 

First District — Andrew C. Gilligan, Cincinnati. 
Tenth District—Frank B. Niles, Toledo. 
Eleventh District — Beriah E. Williamson, Columbus. 
Eighteenth District — Harry H. Weiss, Cleveland. 

OKLAHOMA 

Hubert L. Bolen, Oklahoma City. 

OREGON 

Milton A. Miller, Portland. 

PENNSYLVANIA 

First District — Ephraim Lederer, Philadelphia. 
Ninth District — Benjamin F. Davis, Lancaster. 
Twelfth District — Fred C. Kirkendall, Scranton. 
Twenty-third District — C. Gregg Lewellyn, Pittsburgh. 

RHODE ISLAND (See Connecticut) 
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SOUTH CAROLINA 

Duncan C. Heyward, Columbia. 

SOUTH DAKOTA (See North and South Dakota) 

TENNESSEE 

Edward B. Craig, Nashville. 

TEXAS 

Alexander S. Walker, Austin. 

UTAH (See Montana) 

VERMONT (See New Hampshire) 

VIRGINIA 

Second District — Richard C. L. Moncure, Richmond. 
Sixth District — John M. Hart, Roanoke. 

WASHINGTON (Includes Alaska) 
David J. Williams, Tacoma. 

WEST VIRGINIA 

Samuel A. Hays, Parkersburg. 

WISCONSIN 

First District — Paul A. Hemmy, Milwaukee. 
Second District — Burt Williams, Madison. 

WYOMING (See Colorado) 



142 



Index of Analysis and Comment 

(Figures refer to Section Numbers.) 



Accounting methods 

"Accrued interest" . . 16 

Accounting period 

Basis of return.. 108 
Changes in. .111 
Fiscal year.. 107-108 
Partnership. .68 
Record on the form.. 110 
Time of return.. Ill 

"Accrued interest" accounting for.. 16 

Administrators (see Estates and Trusts) 

Advance payment of tax 

May be made in installments.. 148 

Optional.. 148 

The penalties for failure to meet installments. .148 

Advisory Tax Board, power and duties.. 156 

Affiliated corporations. .142 

Agents 

May act for non-resident alien.. 83 
May make return . . 105 

Aliens (see Non-resident alien individuals) 

Amortization (see Deductions from net income) 

Amount of tax paid by citizens or residents, Table No. I, Pages 18-20 

Annual return (see Returns) 

Assessment and payment of tax (see Returns) 

"Average rate of tax" 

On incomes up to $100,000, Chart A.. Page 22 
On incomes up to $2,000,000, Chart B..Page 23 

Basic tax, explanation of . .8 

Beneficiaries (see Estates and trusts) 

Bequests, exemption of property acquired by . . 32 

Brokers' returns, required by Treasury Department .. 100 

Calendar year (see Accounting period, Returns) 

Casualty, losses from, deductible 

Certificates of indebtedness of U. S. for payment of tax (see Returns) 

Charitable contributions. .46 

•Non-resident alien individual. .80 
Not allowed to corporations.. 131 
Partnerships.. 67 
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INDEX 

Charts 

Average tax rates for all taxable incomes, see Pages 22, 

Children, dependent, personal exemption allowed for.. 10 

Citizens or residents— The provision applying to individuals gen* 

ally, apply to citizens or residents of the U. S. Provisions < 
which information is desired, should be sought in this indi 
under the appropriate head applying/to individuals. 

Claiming benefit of personal exemption. .97 

Collection of foreign items, license required for.. 102 ' 

Consolidated returns.. 142 

Computing tax, method of, see Example .. Page 21 

Consolidations, Mergers, etc. (see Gain or loss) 

Constitutionality, question of, taxation of, 

Municipal, etc. bond interest.. 34 
Stock dividends.. 30 

Contributions (see Charitable contributions) 

Corporations 

Affiliated.. 142 

Charitable contributions not allowed.. 131 

Computing profit or loss . . 128 

Consolidated returns . . 142 

Credits allowable .. 132 

Dividends received by.. 26 

Exempt income. .124-5 

Must be reported .. 126 
Gross in come.. 129 
Inspection of returns.. 163 
Items not deductible.. 130 
Must give information at the source.. 122 
Net income.. 130 
Non-taxable . . 120-121 
Public utility, income.. 127 
Preferred stock.. 134 
Preliminary return.. 144 
Rates of tax. .119 
Returns.. 141 

Salary j>aid employees in army.. 133 
Stock dividends.. 30 
Tax-free covenants . . 135 
Taxable.. 118 

Time and place of returns.. 143 
When taxable.. 19 
See Dividends 
See Foreign corporations 
See Insurance companies 
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INDEX 

Corporations organized to escape tax 

Explanation of.. 72 
Holding companies . . 74 
Members taxable.. 73 

Corporations 

Net income.. 130 

Under previous Laws.. 117 

Cost, basis of determining gain or loss.. 15 

Court Decisions, stock dividends . . 30 

Credits allowable 

Corporations .. 132 
. Non-resident alien individuals .. 80-1 
See Estates and trusts 

"Dealer in securities," Commissioner's ruling in regard to.. 17 

Debts, worthless, deductions allowed for.. 46 

"Deduction at the source" 

Amount deducted. .91 \ 

Foreign corporations. .93, 139, 143 
Non-resident alien partnerships. .93 
Personal exemption claim for.. 97 
Purpose of . . 88 

Return of withholding agent. .96 
Under tax-free covenant . . 90 
When corporations decline.. 95 
When owner is not known.. 92 
See Information at the source 
See Non-resident alien individual 

Deductions from net income 

Broadened views.. 47 

Classification of.. 46 

Corporations. .130 

Foreign income taxes.. 55 

Foreign organizations. .137 

Income tax, not included. .54 

Losses in trade.. 48 

Non-resident alien individuals. .46, 78-9 

See Estates and trusts 

Dependents, definition of.. 12 

Dividend records. . 101 

Dividends 

Accumulation of.. 22 
^Depends on whether organization is taxable.. 19 
Distributed from earnings and profits.. 25 
During first 60 days of taxable year. .31 
Liable to surtax . . 20 
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Not subject to income tax.. 20-21 

Personal service corporations. .24-71 

Received by corporations. .26 

Received by non-resident alien individuals. .21 

Under previous Laws . . 22 

Under Statute of 1918. .23-24 

See Stock dividends 

Domestic corporation (see Corporations) 

"Dual-plan* Law, Act of 1918.. 4 

Estates and trusts 

Computing net income.. 62 

Exemptions and credits . . 59-63 

How treated. .56 

Liability of fiduciary . . 59 

Personal exemption for beneficiary. .60 

Returns made by fiduciary.. 59 

When tax is paid 

By beneficiary .. 58 

By fiduciary . . 56-57 

Exchange of property, gain or loss, in. .15 
Executors (see Estates and trusts, Fiduciaries) 
Exempt from tax, foreign governments . . 32 

Exempt income 

Corporations . . 124-5 

Federal Farm Loan bonds . . 44 

Itemized. .32 

Municipal, etc. bond interest.. 34 

Partnerships. .66-7 

Political subdivision. .35 

Public utility.. 127 

Salary of President, etc., not exempt.. 33 

State, municipal, etc. employees, salary, probably exempt.. 3J 

U. S. obligations. .37 

Exempt organizations (see Corporations) 

Exemption, personal (see Personal exemption) 

Extension of time to file return. .114 

Farmers, return by . . 107 

Federal employees, salary of, not exempt . . 33 

Federal Farm Loan bonds exempt . . 44 

Federal obligations (see Exempt income) 

Federal reserve banks.. 123 

Fiduciaries 

Payment of tax by.. 56-8 
Returns by.. 59 
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See Estates and trusts: In general the same provisions of the 
law applies to fiduciaries, estates and trusts as applies to 
individuals. Any particular provisions on which information 
is required, should be sought under the appropriate heads 
of this index. 

Piling annual return of income (see Returns) 

Fiscal year (see Accounting period and Returns, Partnerships) 

Foreign items, license required for collection . . 102 

Foreign corporations 

Deduction at the source.. 139 
Deduction from net income.. 137 
Interest on indebtedness. .138 
Tax-free covenant . . 140 
Tentative return.. 145 
See Corporations, Returns, etc. 

Foreign partnerships (see Non-resident alien individuals) 

Foreign taxes, allowed non-resident alien.. 81 

Gain or Loss 

Basis of. .15 

Exchange of property.. 15 

Inventory value.. 15 

Market value or cost.. 15 

On sales by corporation. .128 

Gift, exemption of property acquired by.. 32 

Gross income 

Corporations . . 139 

Definition. .14 
Guardian (see Estates and trusts, Fiduciaries) 
"Head of family" 

Definition. .11 

Dependents. .12 
"Holding companies" . . 74 
Husband and wife 

Joint returns by.. 103 

See Personal exemption, Returns 
Income, exempt (see Exempt income) 
Income, gross (see Gross income) 
Income, net (see Net income) 
Income tax laws, previous.. 2 
Income tax (see note under Tax) 
Income tax paid, no longer deductible in computing net income 

Corporation . . 124 

Individual. .46, 54 
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Individual, every, subject to tax.. 3, 103 

Individuals — The Income Tax Law relates in general to eithi 

individuals or corporations. Special provisions apply to h 
dividuals to be sought under their appropriate heads. That po; 
tion of "Analysis and Comment" relating to individuals is ii 
eluded in Sections 1-116 

"Information at the source' 9 

Applied to interest on domestic corporations, securities. .98 

Brokers' returns . . 100 

By non-taxable organizations. .122 

On bond, etc. interest.. 99 

On payment of $1,000. .98 

Stockholders lists and dividend records.. 101 

United States Government issues.. 43 

When inaugurated. .99 

Inspection of returns (corporate) . .152 

Installment, taxes paid by (see Returns) . . 147 

Insurance companies, regulations for.. 136 

Insurance premiums, not deductible. .46, 130 

Interest accrued on bonds, tax paid by whom . . 16 

Interest on indebtedness in general deducted by 

See Exempt income 
Domestic corporations. .130 
Individuals. .46 

Interest on indebtedness 

Incurred in purchasing exempt securities. .46, 130 
(see Exempt income) . 

Interest on "municipal etc., bonds" (see Exempt income) 

Inventories 

Commissioner's ruling as to.. 17 
Cost or market value. .17 
"Dealer in securities". .17-18 
Tax returns. .17 
Under 1918 Law.. 18 

Inventory value, in determining gain or loss.. 15 j 

When and how exempt as to interest. .37, et seq. 

Liberty Loan bonds 

When and how exempt as to interest et seq.. 37 j 

Information at the source.. 43 

License for making foreign collections. .102 

Life insurance companies (see Insurance companies) 

Life insurance premium, not deductible. .46, 130 

Loss (see Gain or loss) 

Losses 
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Computation of, (see Gain or loss) 
Deductions from net income. .46-53, 130 
Casualty or theft 
See Gain or loss 

"Losses in trade" 

Claim in abatement and inventory loss.. 5 1-2 

In 1919.. 52 

In taxpayer's business "Net loss".. 50 

Outside taxpayers business, on account of the war . . 53 

Market value, basis of determining gain or loss.. 15 

Mergers (see Gain or loss) 

Method of computing tax, Example No. L.Page 21 

Minors, returns by and for.. 104 

"Municipal bonds" etc., tax exemption of 
Interest on.. 34, 124 
Must be reported.. 36, 126 
Partnerships. .66 
See Exempt income 

"Net income" 

Corporations . . 1 30 

Deductions from.. 47 

Individuals.. 47 

Definition of.. 45 

Non-resident alien partnerships. .65 

Personal service corporation. .69-70 

What not deductible. .46 

See Estates and trusts 

"Net loss," deductions from net income.. 50 
Non-resident alien individuals 

Agents may act for.. 83 

Amount of tax deducted at source.. 91-2 

Basis of taxation . . 75 

Deduction at the source applies.. 91 

Deduction. .46, 78 

Distinguished from citizen or resident. .76 

Gross income. .77 

Liability of. .5 N 

Personal exemption . . 9, 82 

Previous laws . . 75 

Rates of tax . . 76 

Returns of.. 82 

Subject to surtax.. 5 

Taxable income of.. 75 

See "Deduction at the source" 

"Information at the source," Returns 
Tax-free covenant 
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Non-resident alien partnership, "deduction at the source". .93 

Normal tax 

Basic tax . . 8 

In 1918.. 3 

In 1919.. 4 

Non-resident alien.. 5, 75 

Personal exemption,. .10-13 

Under previous laws.. 2 

Optional methods of payment (see Returns) 

Optional payment of tax in advance (see Returns) 

Organizations (see Corporations) 

Partners, taxable individually. .65 

Partnerships 

Ascertaining net income.. 66 
Exempt income . . 66 
Must file re turns.. 65 
Non-taxable as such. .65 
Partners taxable individually . . 65 
Previous laws.. 64 
1918 Law.. 65 
1 Returns.. 106 

Paying agents — Attention is called especially to the following gen- 
eral heads in this index which affect paying agents: 
"Deduction at the source" 
"Information at the source" 
Foreign collections, license for making 

Payment of tax (see Returns) 
Personal exemption 

Dependent persons, on account of.. 10 

Estates and trusts.. 60 

"Head of a family" . . 10 

Husband and wife.. 10 

In computing normal tax only.. 13 

In 1918. .9-10 

Married or unmarried persons.. 10 

Non-resident aliens.. 82 

Under earlier laws.. 10 

See Returns 

Personal exemption, claim for, in deduction at the source.. 97 
Personal service corporation 

Definition of. .69 
Dividends.. 24, 71 
Members taxable.. 70 
Not taxable in general. .69-70 

Philippine islands, income tax applied in.. 158 
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Place of return 113 

"Political subdivision" 

Definition of . .35 
Income exempt.. 35 

Porto Rico, income tax applied in.. 158 

Possessions of the United States, income tax of citizens of.. 157-8 

Preferred stock, not interest bearing indebtedness . . 134 

Preliminary returns by corporations . . 144 

Premises owned, deduction of rental value not allowed. .46, 130 

Premiums on life insurance policy not deductible. .46, 130 

President, salary not exempt.. 33 

Public officials, when the compensation may be exempt.. 33 

Public utility income (see Exemptions) 

Rates of tax 

Applying to individuals, Table No. I . . Pages 18-20 

Average rates of tax on taxable incomes up to $100,000, Chart 

A.. Page 22 
Average rates of tax on taxable incomes up to $2,000,000, Chart 

B..Page 23 
Corporations ..119 
In previous years.. 2 
In 1918.. 3 
In 19J9..4 
Normal and basic. 2-4 

Receipts, to be issued on request.. 149 

Receiver makes return of income (see Corporations, Returns) 

Refund provision, in 1918 Law.. 151 

Rental value of premises owned not deductible. .46, 130 

Reorganization, merger, etc. (see Gain or loss) 

Residents (see Citizens or residents) 

Returns 

Accounting period . . 108-1 1 1 

Annual returns, when and how made.. 103 

By agent. .105 

By every individual . . 104 

By fiduciary . . 59 

By non-resident alien individual. .82 

Consolidated. . 142 

Examination of.. 148 

Extension of time ..114 

Farmers. .107 

Foreign corporations. .145 

Husband and wife. 103 

Inspection of . . 1 52 

Joint . . 103 
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List of taxpayers. .154 
Means of payment. .150 
Minors. .104 

"Municipal, etc., bonds," included in.. 36, 126 
Non-resident alien, foreign corporations, etc... 116 
Partnership. .106 
Penalties. .148 
Preliminary. . 144 
Receipts. .149 

Receivers, required to make 
Refund provisions . . 161 
Secrecy of. .155 
Stockholders may inspect.. 153 
Time and place of.. 112-113 
Time and place of corporate . . 143 
Time of payment.. 147 
Understatement. .116 
When due. .146 
Withholding agent. .96 

See Accounting period, Corporations, Estates and trusts, Hus- 
band and wife, Non-resident alien individual. 

Salary paid to employees in army, deductible . . 133 

Sales (see Gain or loss) 

Secrecy of returns . . 165 

"Securities, Dealer in".. 17 

Securities, taxable and non-taxable (see Exempt income and Gross 

income) 

State employees, salary probably exempt . . 33 

Stock dividends 

Constitutionality of taxation of.. 30 

Court decisions. .30 

Definition of, 1918 Act.. 27 

Taxation of . .28-29 

When received.. 28 

Stockholders' lists and dividend records.. 101 

Stockholders may inspect corporation returns.. 153 

Surtax rates 
In 1918. .3 
In 1919. .4 

No personal exemption from.. 13 
Under previous laws.. 2 

Tables, No. 1 — Rates and amounts of tax to be paid by citizens or 
residents on income from $2,000 to $10,000,000.. Pages 
18-20 
No. 2 — Relative values of taxable and tax exempt securities.. 

Pages 24-27 
Example of computing tax . . Page 21 
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r»ac — As the entire index refers to income tax, special provisions on 

which information is desired should be sought under appropri- 
ate heads. 

rax rates (see Rates of tax) 

rateable and tax exempt securities, value compared, Table 'No. 2. . 

Pages 24-27 

rateable individuals 

Citizens or residents . . 1 
Classes of..l 
Non-resident aliens . . 1 

Taxable income, basic tax levied oa all.. 8 

Taxes 

Allowed as deductions for non-resident alien.. 81 

See Deductions 
Taxes, foreign income taxes, when deductible . . 55 
"Tax-free' covenants 

Corporations . . 135 

Corporations liable for normal tax.. 85 

Deduction at the source.. 90 

Definition. .85 

Foreign corporation . . 140 

In previous laws.. 86-7 

In 1918 law.. 87 

See Deduction at the source, and Non-resident alien, individuals 

Taxpayers, list of.. 154 

Theft, losses from, deductible . . 64, 130 

Time of return. .112 

Trustees (see Fiduciaries) 

Trusts (see Estates and trusts) 

Uncertified checks may now be used in payment of tax.. 150 

Understatement, in re turn.. 11 6, 148 

United States Government obligations 

Liberty Loan bonds, when and how exempt .. 37-43 
Other Federal securities.. 44 

War Income Tax Law, basic and normal tax.. 2, 8 

Wife 

Exemption allowed . . 10 

May make joint return with husband.. 103 

See Husband and wife, Returns 

Withholding agents (see Deduction at the source and Tax-free 

covenant) 
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